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Appendix A:

Section 67 of Chapter 288 of the Acts of 2010: An Act to Promote Cost
Containment, Transparency, and Efficiency in the Provision of Quality Health
Insurance for Individuals and Small Businesses.

SECTION 67:

(a) Notwithstanding any general or special law to the contrary, there shall be a special commission
on provider price reform that shall investigate the rising cost of health care insurance and the
impact of reimbursement rates paid by health insurers to providers. The commission shall examine
policies aimed at enhancing competition, fairness and cost-effectiveness in the health care market
though the reduction of reimbursement disparities. Any recommendations shall consider, and be
consistent with, the recommendations of the special commission on payment system as authorized
in section 44 of chapter 305 of the acts of 2008.

(b) The commission shall consist of the secretary of administration and finance and the
commissioner of health care finance and policy, who shall serve as co-chairs, the executive director
of the group insurance commission, 1 person to be appointed by the senate president, 1 person to
be appointed by the speaker of the house, and 5 members to be appointed by the Governor, 1 of
whom shall be a representative of the Massachusetts Association of Health Plans, Inc., 1 of whom
shall be a representative of Blue Cross and Blue Shield of Massachusetts, Inc., 1 of whom shall be a
representative of the Massachusetts Hospital Association, Inc., 1 of whom shall be a representative
of the Massachusetts Medical Society, and 1 of whom shall be a health economist or expert in

the area of payment methodology. The commission shall adopt rules and establish procedures it
considers necessary for the conduct of its business. The commission may expend funds as may be
appropriated or made available for its purposes. No action of the commission shall be considered
official unless approved by a majority vote of the commission members.

(c) The commission shall examine: (i) the variation in relative prices paid to providers within similar
provider groups; (ii) the variation in costs of providers for services of comparable acuity, quality
and complexity; (iii) the variation in volume of care provided at providers with low and high levels
of relative prices or health status adjusted total medical expenses; (iv) the correlation between
price paid to providers and (1) the quality of care, (2) the acuity of the patient population, (3) the
provider’s payor mix, (4) the provision of unique services, including specialty teaching services and
community services, and (5) operational costs, including labor costs; (iii) the correlation between
price paid to providers and, in the case of hospitals, status as a disproportionate share hospital,

a specialty hospital, a pediatric specialty hospital or as an academic teaching hospital; and (v)
policies to promote the use of providers with low health status adjusted total medical expenses.
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(d) In making its investigation, the commission shall consult with the attorney general, the health
care quality and cost council, the division of health care finance and policy, health care economists,
and other individuals or organizations with expertise in state and federal health care payment
methodologies and reforms. The commission shall use data and recommendations gathered in the
course of these consultations as a basis for its findings and recommendations.

(e) The commission shall file a report of its findings and recommendations.

Before a final vote on any recommendations, the commission shall consult with a reasonable
variety of parties likely to be affected by its recommendations, including, but not limited to, the
office of Medicaid, the division of health care finance and policy, the commonwealth health
insurance connector, the Massachusetts Council of Community Hospitals, Inc., the Massachusetts
League of Community Health Centers, Inc., 1 or more academic medical centers, 1 or more
hospitals with a high proportion of public payors, 1 or more Taft-Hartley plans, 1 or more self-
insured plans with membership of more than 500, the Massachusetts Municipal Association, Inc.
and organizations representing health care consumers. The commission shall file the report of its
findings and recommendations, with the clerks of the senate and the house of representatives and
with the governor not later than September 30, 2011.
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Appendix B:

Special Commission Meeting Agendas

B1.
B2.
B3.
B4.
BS.

B6

B7.

Recommendations of the Special Commission on Provider Price Reform

Meeting #1: June 20, 2011
Meeting #2: July 13, 2011
Meeting #3: July 29, 2911
Meeting #4: August 15, 2011
Meeting #5: August 17, 2011
Meeting #6: September 21, 2011
Meeting #7: November 9, 2011
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V.

V.

Break

VI.

VILI.

Special Commission on Provider Price Reform
June 20, 2011 Meeting #1
10:00 a.m. — 1:00 p.m.

John Daley Room, 5" Floor, 2 Boylston Street
Boston, MA 02116

Agenda

Welcome

Introduction of Special Commission Members
a. Introduction of consultant

Special Commission’s Role and Responsibilities
a. Overview of statute (Section 67 of Chapter 288 of the Acts of 2010)
b. Process and expectations

Review of Recommendations by the Special Commission on the Health Care
Payment System

Principles for Provider Price Reform

Proposed Work Plan
a. Timeline and scheduled activities
b. Stakeholder engagement process

Next Steps
a. Schedule of upcoming meetings

Recommendations of the Special Commission on Provider Price Reform
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Special Commission on Provider Price Reform
July 13, 2011 Meeting #2
9:00 a.m. —-1:00 p.m.

John Daley Room, 5" Floor, 2 Boylston Street
Boston, MA 02116

Agenda

. Welcome
II.  Special Commission on Provider Price Reform: Review of Objective and Scope
[ll.  Review of Stakeholder Feedback
IV.  Continued Discussion of Principles for Provider Price Reform
V.  Background on the Massachusetts Health Care Landscape

VI.  Findings from Attorney General’s Examinations of Health Care Cost Trends and Cost
Drivers Pursuant to G.L.c. 118G, § 674(b)

VII.  Provider Price Variation Analyses

VIIl.  Next Steps
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Special Commission on Provider Price Reform
July 29, 2011 Meeting #3
9:00 a.m. —-1:00 p.m.

John Daley Room, 5" Floor, 2 Boylston Street
Boston, MA 02116

Agenda

l.  Welcome
Il.  Review of Additional Stakeholder Feedback
lll.  Review of Revised Provider Price Reform Principles
IV.  Review of Analytic Findings and Additional Analyses
V.  Recommendations of the Office of the Attorney General
VI.  Potential Strategies to Reduce Disparities in Payment Rates
VIl.  Recent Proposals to Address Price Variation

VIIl.  Next Steps
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Special Commission on Provider Price Reform
August 15, 2011 Meeting #4
10:00 a.m. — 1:00 p.m.

John Daley Room, 5" Floor, 2 Boylston Street
Boston, MA 02116

Agenda

I.  Welcome

II.  Review of Revised Principles for Provider Price Reform

lll.  Discussion of Potential Strategies to Reduce Disparities in Payment Rates

IV.  Next Steps
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Special Commission on Provider Price Reform
August 17, 2011 Meeting #5
10:00 a.m. — 1:00 p.m.

John Daley Room, 5" Floor, 2 Boylston Street
Boston, MA 02116

Agenda

. Welcome
II.  Review of Stakeholder Feedback
[lI.  Discussion of Potential Strategies to Reduce Disparities in Payment Rates

IV.  Next Steps
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Special Commission on Provider Price Reform
September 21, 2011 Meeting #6
10:00am-1:00pm
2 Boylston Street, 5" Floor, Boston, MA

Agenda

l. Welcome

Il. Review of Stakeholder Feedback

[I. Presentation and Consideration of Four Options

V. Report Development and Written Recommendations

V. Meeting Summary and Conclusion
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Special Commission on Provider Price Reform
November 9, 2011 Meeting #7
9:00am-12:00pm
2 Boylston Street, 5" Floor, Boston, MA

Agenda

l. Welcome
I. Discussion of Recommendations and Report
Il Commission Vote

V. Meeting Summary and Conclusion

Recommendations of the Special Commission on Provider Price Reform App.B-7
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Appendix C:

Presentations to the Special Commission

C.1: Special Commission on Provider Price Reform: June 20, 2011
C.2: Special Commission on Provider Price Reform: July 13, 2011

C.3: Findings from Attorney General’s Examinations of Health Care Cost Trends and
Cost Drivers

C.4: Testimony of Panelists from 2011 Health Care Cost Trends Hearings- Price Variation
in Massachusetts Health Services

C.5: 2011 Health Care Cost Trends Hearings: Prefiled Testimony from Certain Payers and
Providers Related to Price Variation

C.6: Recommendations from Attorney General’s Examination of Health Care Cost Trends
and Cost Drivers

C.7: Special Commission on Provider Price Reform: July 29, 2011
C.8: Special Commission on Provider Price Reform: August 15, 2011
C.9: Special Commission on Provider Price Reform: August 17, 2011

C.10: Special Commission on Provider Price Reform: September 21, 2011
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SOURCE: Payer data submitted pursuant to M.G.L. c. 118G, § 6%4(b). Available at: mass.gov/dhcfp/costtrends (last accessed 7/7/2011).
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HPHC Relative Payment to Physiclan Groups (2010)
g

groups in the HPHC network varied by

Relative payments among physician
184% in 2010
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SOURCE: Payer data submitted pursuant to M.G.L. c. 118G, § 6%4(b). Available at: mass.gov/dhcfp/costtrends (last accessed 7/7/2011).
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SOURCE: Division of Health Care Finance and Policy, Massachusetts Total Medical Expenses: 2009 Baseline Report, June 2011. Available at:

http://www.mass.gov/Eeohhs2/docs/dhcfp/r/pubs/11/tme_baseline.pdf (last accessed 7/7/2011).
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SOURCE: Payer data submitted pursuant to M.G.L. c. 118G, § 6%(b). Available at: mass.gov/dhcfp/costtrends (last accessed 7/7/2011). Casemix derived using

FY2009 hospital discharge data, 3M® All-payer Refined version 26 grouper.

Note: HPHC did not report separate inpatient relative price scores.
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SOURCE: Payer data submitted pursuant to M.G.L. c. 118G, § 6%4(b). Available at: mass.gov/dhcfp/costtrends (last accessed 7/7/2011). Private payer mix from 2010

DHCFP-403 hospital cost reports.
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SOURCE: Payer data submitted pursuant to M.G.L. c. 118G, § 6'4(b). Available at: mass.gov/dhcfp/costtrends (last accessed 7/7/2011). Data

regarding inpatient cost per CMAD from 2009 DHCFP-403 hospital cost reports.
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for each of the 3 payers

DSH measures and the commerc

2010 THP Inpatient Relative Price and Public % of Payer Mix

ive prices

various

BCBS inpatient relative price
BCBS outpatient relative price
THP inpatient relative price
THP outpatient relative price
HPHC relative payment (total)

Weak negative correlations were found among

relat

mmmm 2010 THP Inpatient Relative Payment —=— 2010 Inpatient Public Payer Mix
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SOURCE: Payer data submitted pursuant to M.G.L. c. 118G, § 6%4(b). Available at: mass.gov/dhcfp/costtrends (last accessed 7/7/2011). Data regarding public payer

mix and Medicare DSH percentage from 2010 DHCFP-403 hospital cost reports.
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* Indicates statistical significance at p-value <0.05
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te payer pr
THP inpatient relative price

BCBS inpatient relative price
2010 THP Inpatient Relative Price and Percent of Statewide Discharges
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Hospital volume is weakly correlated with

mm 2010 THP Inpatient Relative Price
—=a— 2010 % of Statewide Discharges
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SOURCE: Payer data submitted pursuant to M.G.L. c. 118G, § 6'4(b). Available at: mass.gov/dhcfp/costtrends (last accessed 7/7/2011). Data

regarding volume from 2010 DHCFP-403 hospital cost reports.
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Compared to National Average Performance

HIGHER PRICES ARE NOT ADEQUATELY EXPLAINED BY DIFFERENCES
IN QUALITY PERFORMANCE
MA Hospital Performance on CMS Process Measures
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C.4: Testimony of Panelists from 2011 Health Care Cost Trends
Hearings- Price Variation in Massachusetts Health Services

Testimony of Normand E. Deschene, President and CEO of Lowell General Hospital

Good morning Acting Commissioner Carrington, Members of the Legislature, Attorney General’s office,
representatives and esteemed colleagues on this panel. It is my pleasure to come before you today to
represent the interests of Lowell General Hospital; | must clarify that none of my comments today represent
the views of the collective membership of the Massachusetts Hospital Association, of which | am the newly
elected Chair of the Board of Trustees.

Thank you for inviting me to speak and to be part of the testimony for today’s panel as we discuss payment
variation among providers in Massachusetts.

As background, Lowell General Hospital is a 217 bed Community Hospital located in the City of Lowell, the
fourth largest City in the Commonwealth. It is my 27th year managing Lowell General Hospital, 8 of which as
President and Chief Executive Officer. | am proud to represent this important community hospital and offer it
as an example of how balancing both cost and quality successfully offers an undeniable value proposition to
the Merrimack Valley, local employers and to the insurance industry.

During my tenure at Lowell General, | have experienced first-hand the evolution of the healthcare payment
system from cost-based reimbursement to HMO proliferation to P4P and now to Accountable Care. Lowell
General has been highly agile at adapting to this ever-changing landscape. Our successful evolution is
based upon unwavering core principles, which include compassion, service excellence, an unrelenting focus
on quality and nursing, and clinical excellence; all with the underlying focus of remaining affordable to our
Community.

The private payment system in Massachusetts is a free market system. Although the answer to the question
of what causes wide variation in payment rate is complicated, we also believe the greatest determinant is
very evident. It is leverage, as defined by market position, location and brand name that has been the largest
drivers of the disparity in rates. | do want to point out, however, that the high focus on Academic Medical
Centers being paid more than community hospitals is misplaced. The focus should be on what level or degree
the premium should be driven by tertiary care and how to create parity for low cost-high quality community
hospitals that are under paid. Academic medicine is one of the cornerstones of the Massachusetts healthcare
system as well as one of the top three economic drivers. We appreciate and respect that fact. On any given
day, from the City of Lowell, as many as 5 people are transferred from Lowell to one of the Boston teaching
hospitals. We are thankful for the proximity of the country’s best academic medical centers, we are grateful
for their capacity to accept patients and for their expertise in caring for some of our very sickest patients.
Nonetheless, the disparities in how much we are paid needs to be addressed.

Challenges to Containing Costs:

There are many factors that limit the ability for LGH to contain costs. One of the most problematic issues
facing LGH and its affiliated physician hospital organization is the expansion of Provider Physician Networks.
The LGH PHO’s membership includes 80 PCP’s and approximately 200 specialists. Several PHO specialty
groups have recently chosen to affiliate with tertiary affiliated provider networks in exchange for higher fee
schedules. This practice has been encouraged by tertiary-related provider organizations and is allowed by
many of the private payers. To our knowledge these newly-formed relationships have demonstrated little or
minimal clinical integration or efficiencies while primarily serving to drive up the cost of care and destabilize
community-based provider networks. One of the unintended consequences of recent rate transparency is the
highlighting of the vast disparities among physician fee schedules.

The LGH PHO works collaboratively to maintain its network of physicians, while balancing the needs of the
PCP’s, Specialists and the Hospital. Migration of any large physician group to other tertiary-related networks
results in increased costs which undermines risk arrangements and causing animosity between local PCP’s
and Specialists. We believe it also opens the door to leakage to higher costs settings for care that could and
should be provided locally. We encourage the health plans to look at this practice in light of the cost debate
that is taking place.
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Strategies to contain costs —

Expansion of Services to Keep People Local

Lowell General has always been subject to extremely competitive market dynamics and as a result has been
historically in the lowest quartile of reimbursement from private payers. Approximately 28% of our revenue

is from Mass Health and Managed MCO payers and another 35% is from Medicare. LGH’s lack of market
leverage and its high governmental payer percentage have required that we be highly efficient in the delivery
of high quality care. Lowell General is financially stable, with a growing market share and has invested
significant capital into the Hospital over the last 7 years. Lowell General has expanded services to include
tertiary level cancer services, neurosurgical services, cardiac and vascular services, a Level 1IB Special Care
Nursery and a Level lll Trauma Center. By expanding the breath and scope of services provided, LGH has
kept more patients and residents local, which reduces the costs for all, while improving LGH’s ability to be a
vital and efficient community Hospital.

AQC

Lowell General Hospital has united with its PHO and has signed a five year agreement with Blue Cross Blue
Shield of Massachusetts commonly known as the Alternative Quality Contract. The five- year agreement
spans from January 1, 2009, to December 31, 2013. The agreement is a full risk arrangement and includes
a global payment, budget-based model. Lowell General Hospital has performed extraordinarily well in the
first two years of this agreement by bending the cost curve and by dramatically improving quality scores. The
cost trend reductions have been derived from several factors, including as referral management, utilization
management, and managing high cost services. The referral management program includes reducing out
migration from the service area. Referrals to other organizations are processed and reviewed by the Medical
Directors of the PHO. Referrals are approved if the service needed is beyond the scope of services provided
by LGH (most tertiary care level services), and/or if the patient had an existing relationship with a provider
outside the LGH Network and is continuing treatment for that same condition. The referral management
program takes advantage of the low cost structure of LGH by stemming the tide of outmigration. The
DHCFP’s conclusions contained in its report are true and accurate: every case that leaves LGH that can be
take care of at LGH costs the system more.

In addition to referral management, the PHO has worked with the physicians to develop programs to review
utilization of high cost areas such as inappropriate use of the Emergency Room, high cost imaging and other
testing. Utilization management has been counter- balanced by the quality component of the Alternative
Quality Contract. Blue Cross has designed a program to incentivize preventative care, management of
chronic conditions and patient experience measures. The physicians and the Hospital work together in
partnership on improving the quality measures year over year.

Concluding Comments

In conclusion, it is my belief, however, that we have to migrate toward a system of global payment with
meaningful payments tied to quality performance, service excellence and patient outcomes. The current “fee
for service system” rewards production rather than outcomes, and bakes in the pricing disparity and further
builds the inequities between rich and poor which permeates today’s system. Although there has been some
criticism of the global payment model, | urge everyone to be patient. Systemic changes to the health care
delivery system must be given an opportunity to take root and should not be changed through a regulatory
response, which, to use a healthcare analogy, does little to address the causes but only responds to the
symptoms. The necessary changes will take time, planning and require that the varied provider constituents
work closely together. | encourage the Division and the Legislature to let the free market system design and
develop the future.
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Testimony of Gary L. Gottlieb, M.D., M.B.A., President and CEO, Partners HealthCare System

Thank you for inviting me here today to speak about this important topic. My name is Dr. Gary Gottlieb, and
| am the President and Chief Executive Officer of Partners HealthCare. Partners HealthCare is an integrated
health system founded in 1994 by Brigham and Women'’s Hospital and Massachusetts General Hospital.

In addition to its two academic medical centers, the Partners system includes community and specialty
hospitals, community health centers, a physician network, home health and long-term care services, and
other healthrelated entities. Partners is one of the nation’s leading biomedical research organizations and

a principal teaching affiliate of Harvard Medical School. Partners HealthCare is a non-profit organization,
employing more than 60,600 individuals.

Our mission is to provide the best possible clinical care to our patients and their families, to search for cures
that can improve that care, and to invest in the education of the next generation of leaders who will carry
forward the lessons we have learned. All of this is in service to the communities that we touch every day,
whether they are local or around the world.

In order to achieve this, we must attract the best and brightest to care for the sickest and neediest people
among us. Ultimately, we want to be able to deliver and promote wellness — which is not how the health care
system has traditionally worked. We need to move from a system that reacts to illness and its consequences
to one that promotes overall health and wellness. This mission informs our science — the work that our
researchers engage in every day to advance the science of medicine and translate that science into medical
cures, another part of our effort to ease pain and suffering. And our mission guides our teaching programs, as
we aim to attract the most magnificent young people who can carry this work forward to future generations.

And while we focus on our patients and families in our hospitals, we cannot lose sight of the needs of our
communities. We work to ensure that the people in our neighborhoods are our partners, and to this end we
have made significant capital and other investments to ensure that the quality of care in these communities is
the same for all of us. We support community health centers to ensure the availability of high quality care in
our communities. We provide financial support for programs that address domestic violence, youth substance
abuse, homelessness, and racial and ethnic health disparities. And we provide economic opportunity,
creating pathways for careers in health care for youth and community residents as well as for our incumbent
workforce.

But it all starts with our patients. Our system offers a full range of services across the entire continuum of
care — from primary care to the very highest levels of intensive care services, and everything in between

— and the work that we do is extraordinary. Last year, more than one in six of our patients — over 14,400 —
were transferred to Brigham and Women’s and MGH from other hospitals in the hope that we could provide
unique life-saving care. When the best care for the most complex cases is required, people turn to the MGH
and the Brigham — and we are proud of that fact. But these are the very sickest patients — and there is a cost
associated with providing this level of care and this level of hope to our patients and their families. Providing
this care is essential to our mission, and we strongly believe that our hospitals’ reputations for providing the
best care in the most extraordinary circumstances speaks to the quality of the care that we provide in a way
that no process measure ever could.

Indeed, Dr. Bo Pomahac, a plastic surgeon at the Brigham, has given four people their lives back with his
extraordinary work in face transplantation. Dr. Dan Haber from the MGH recently developed a sophisticated,
noninvasive test that can detect tiny traces of cancer cells in blood samples, potentially opening the door

to revolutionary new ways of treating cancer. And our researchers have made vast strides in unlocking the
secrets of Alzheimer’s — developing groundbreaking genetic tests, understanding the fundamental biology of
the disease, and identifying potential treatments. These researchers and practitioners are medical pioneers
whose work at the frontiers of medicine make care better for all of us.
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This work also drives medical innovation, and we should not forget that health care is one of the state’s
principal engines of economic growth. Nearly one in six adults in Massachusetts — nearly half a million

people — is employed in health care. Many more jobs are indirectly related to health care, whether it is a small
business in the neighborhood of one of our hospitals or much needed construction jobs in what has been one
of the worst economic times in memory.

As we consider the value of our hospitals, let me address the specific issue of prices. We do not negotiate
prices for other hospitals, so | can’t tell you how their prices are determined. | can just tell you about how we
get to ours. Quite simply, we work backwards from our margin target of 2% for the entire Partners system

to figure out what level of aggregate reimbursement from the payers will enable us to reach this target. In
doing this, we must balance across a number of factors — across the network of providers that make up our
system, across the range of services that we provide, and across the range of payers that we do business
with, both public and private. This margin, which is set at a level to ensure stability and demonstrate fiduciary
responsibility, is what enables us to achieve our mission. Higher reimbursements for services such as
cardiology and orthopedics, which are highlighted in the state’s report, are often used to subsidize poorly
reimbursed services — one such example is mental and behavioral health. These reports do not examine the
many service lines where Partners loses money. But we remain committed to mental health and substance
abuse services when many other providers have closed beds because they were not financially sustainable.

We do not set prices on an individual service basis. A superficial analysis that merely compares the “price”
one hospital receives for a specific service to the “price” of that service at another hospital simply does

not capture a deep understanding of costs or reimbursement and is not representative of how prices are
determined in the real world or how hospitals compare to one another. It is more relevant and instructive to
consider the range of services provided by a particular hospital or hospital system and to understand how
hospitals manage their finances, which, as | have noted, considers the full range of services provided by the
hospital as well as payer mix and other factors, such as those also recognized by Medicare. The dialogue
over price variations would be greatly enhanced by such an analysis and would better reflect how health care
“prices” are determined.

| am particularly disappointed in the analysis included in the Division’s report on health care expenditures
because that report completely ignores the impact of public sector underpayment on private sector prices.
That report showed minimal increases in spending on public sector programs because, quite simply, rates
were cut. Price freezes or reductions do not improve efficiency or clinical management — they create a cost
shift from one payer to another, and place upward pressure on commercial rates. Hospitals that cannot
increase their commercial rates are forced to use their available resources to support ongoing operations,
losing the ability to invest in their facilities and staff and remain financially stable. North Adams, which
recently filed for bankruptcy, is an example of what happens to a provider with a 65% public payer mix when
government doesn’t cover the cost of care. We also believe that more attention should be paid to the issue
of why small group premiums continue to experience significant volatility, given that providers are paid the
same regardless of the size of a patient’s employer. Indeed, we have been public that Partners’ recent rate
increases have averaged only 5-6% a year. The state should explore the difference between hospitals’ rate
increases and the rate of increase being imposed by insurers on small businesses.

As a society, we are exploring ways to pay for health care differently. But we should be careful that in doing
so we do not lose critical services. We only need to look at what has happened to mental health services
over the past 20 years for a cautionary tale, as the streets have become the de facto mental health system
as providers have walked away from these under-reimbursed services. The payments that we receive for
some Testimony of Panelists from 2011 Health Care Cost Trends Hearings services help to subsidize mental
health, which is a critical part of our mission — we should not make the mental health situation worse than it
already is.

As | mentioned in my testimony last year, the greatest opportunity for rapid cost reduction is also potentially
the most humane, patient and family centered. Analysis of Medicare data shows that 10% of beneficiaries
account for approximately 70% of costs. These individuals are severely ill, suffering multiple medical
comorbidities, and many are near the end of their lives. A good nhumber are also Medicaid eligible. Social,
economic and behavioral challenges often complicate effective medical care and add significant costs.
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In the current health care system, care for this high-risk, high cost population is generally fragmented,
addressing immediate and specific demands and circumstances rather than the whole of their personal
and family needs. The absence of coordination results in care that is unplanned and reactive. Care is often
inconsistent with best practices, patient centeredness and the most effective use of resources. Therefore,
developing and implementing innovative approaches to managing and paying for the proper care for this
vulnerable population is crucial. Even modest improvements will lead to a significant reduction in costs,
reducing both commercial and public payments.

At Partners, we have tackled this issue through a Medicare demonstration project started at MGH — an
example which holds great promise for patients in Boston and throughout the country. The program integrates
nurse care coordinators into primary care practices to coordinate each patient’'s needs. Hospital readmissions
dropped 20 percent, and emergency room visits dropped 13 percent for patients enrolled in the program.

The return on investment is high; for every dollar spent, the program saved $2.65 in health care costs. CMS
renewed the MGH program for another three years and we have expanded the effort to two more Partners
hospitals, Brigham and Women’s and North Shore Medical Center. Even beyond the financial impact, we
should be doing this because it is the right thing to do.

We agree that we need to look carefully at the health care payment system to determine whether it provides
the right incentives or pays for the right things. The circumstances that led to the development of the current
payment system have changed, and we agree that we need to evaluate what we do, how we do it, and why,
and figure out how to do it better. That is why Partners has identified as a priority a set of strategic initiatives
through a system-wide effort to redesign the way care is provided while making it more affordable for our
patients and their families, and this will include thinking differently about how we should be paid for this work.
This work is engaging clinical leaders from across our system as they focus on improving our quality while
making the delivery of care more efficient and effective.

The Division’s report on price variation is only one step in assessing why hospitals are reimbursed differently
from one another, and we welcome a more detailed examination of the issue as the Special Commission on
Provider Price Reform begins its work. That being said, we should be careful not to overreact and overreach,
especially on the basis of incomplete data and analysis — nor should we over-promise the effect of reducing
variation, which is not correlated with overall price or cost trends. We should resist interventions that might
cause disruption in the health care system lest we jeopardize precious resources — critical services being
closed, physicians choosing to practice elsewhere, a diminishing of our ability to attract the best and brightest
young people, decreasing community investments. We need to ensure that we make our system stronger, not
weaker.
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Testimony of James Roosevelt, Jr., President and CEO, Tufts Associated Health Maintenance
Organization, Inc.

On behalf of Tufts Health Plan, thank you for the opportunity to testify at today’s hearing. Tufts Health Plan
insures roughly 760,000 members. Since 1979, Tufts Health Plan has been committed to providing a higher
standard of health care coverage and to improving the quality of care for every member. Tufts Health Plan’s
Health Maintenance Organization (HMO) and Point of Service (POS) plans are ranked third by U.S. News
& World Report / National Committee for Quality Assurance (NCQA) and its Medicare Advantage plan, Tufts
Health Plan Medicare Preferred, is ranked number seven in the nation.

My testimony will address the current challenges and solutions for addressing variation in the prices paid for
health services in Massachusetts. | make these comments in my capacity as CEO of Tufts Health Plan and
not in my role as Board Chair of the Massachusetts Association of Health Plans (MAHP).

First, | would like to thank the Division of Health Care Finance and Policy (DHCFP) for releasing their 2011
Massachusetts Health Care Cost Trends reports. We agree with the following key findings of the Price
Variation in Health Care Services report:

1. Prices paid for the same hospital inpatient services and for physician and professional services vary
significantly.

2. Service volume tends to be concentrated in higher paid hospitals.

3. There is little measurable difference among Massachusetts hospitals based on the available quality
metrics.

| also commend the work of the Attorney General’s Office (AGO). We agree with the findings of the Attorney
General’s 2010 Report and 2011 Report. These three reports reach the same conclusion: tremendous price
variation persists and it is not explained by differences in quality or complexity of services.

The AGO’s Reports and DHCFP’s Price Variation in Health Care Services Report attribute these price
variations to the size, geographic location, brand power and/or unique specialty of certain providers. We
continue to be concerned about the level of consolidation that already exists and continues to grow in our
market place and how it may further exacerbate the market power and price variation problem.

Solutions

While some price variation is warranted, variation should not be excessive and should be linked to quality and
complexity of services. The AGO’s report raises a very important point regarding the ability of the market to
contain costs based on the current dysfunction which has led to distortions in price. The AGO’s 2011 Report
suggests that immediate and temporary statutory intervention may be required, in the short term, to rectify
unwarranted and excessive variation. We believe this recommendation deserves serious consideration.

It is our opinion that unsupported price variation must be addressed to truly reign in costs, but that any
government intervention should not be heavy handed and that it should facilitate or complement a transition
to longer term, market based solutions. Once addressed, the greatest challenge we confront is in the design
of care coordination models which engage providers and patients to concurrently reduce the cost of health
care and improve quality.

Much has been written about the potential of new risk-based, global-based contracting models to solve this
problem. In fact, the AGO’s 2011 report states that a “shift of payment methodology by itself is not a panacea
for controlling costs...and that a shift ...without fundamental changes may not only fail to control cost, but
may exacerbate market dysfunction and market inequities...” We do not disagree with this finding. In fact, we
view risk or global based arrangements as one piece of a complicated puzzle. These arrangements need to
be paired with two elements to support its implementation: 1) product designs that create the right incentives
for members and providers as they seek and direct care; and 2) clinical management programs that support
providers who increasingly share employers’ goals of reducing health care cost trends
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At Tufts Health Plan, we have introduced a “Coordinated Care Model” which integrates all three components.

The first component of our model is Provider Reimbursement. We are increasingly focused not just on

how much we pay, but on the incentives these payments create for care delivery. We have developed a
risk-based, global budget contract model that pays providers for on their ability to manage the overall cost
and quality of care. Since 2009, Tufts Health Plan has successfully increased the number of Commercial
HMO members in a global budget model from 18% to 41%. Our Medicare Advantage product has roughly
95% of its members in a similarly styled product which has been in place for over 15 years. There is no
longer a “typical” riskbased provider in our network. They include Boston-based tertiary providers along

with community organizations. Perhaps the most important element that we must all consider in these
arrangements is whether the budget or risk-based arrangement is affordable (and | stress affordable) and not
simply a perpetuation or institutionalization of the present price disparities.

The second component is Product Design. It is the health plan’s job to develop products that provide the
member with the right incentives to engage their PCPs. For example, if a member needs a consult from

a specialist, they should have an incentive to engage with their PCP and explore whether the community
cardiologist can provide the same (or higher) level of care without the cost of going downtown. We believe
our limited and tiered network products provide these incentives. The price differential for our limited and
tiered network products ranges from between 14% and 16% when compared to our traditional, broader
network products. We believe this premium differential combined with copayment options provides the right
incentives for members and providers as they seek and direct care. But it is not simply about product design.
We must design products that support the administration of risk-based or globally based arrangements. And,
if in the process, they also provide lower cost providers with increased referral volume, we will have achieved
a dual objective.

The third key component is Care Management. Our approach to care management comprises three
strategies: direct management of utilization to reduce waste; management of conditions and diseases; and

a focus on health and wellness. A major function of a health plan is to routinely monitor for under use and
overuse of services and work extensively with providers to monitor the quality of care being delivered. We
have also created a variety of clinical programs designed to reduce unwarranted utilization and variation in
the delivery of care. One of our care management programs has earned a return on investment of $1.00
spent to $4.80 saved. We have also created tools to support member and provider engagement in health and
wellness initiatives.

In a fee-for-service world, we have helped members manage the type of services they receive (sometimes
identifying points of under-care; other times helping with transitions to other lower-intensity places of
service). In a world of aligned incentives, we have a different opportunity and that is to develop programs
which complement or support those programs the provider may already offer. We all agree that the physician
or nurse is in the best position to coordinate the care of their patients when they are equipped with the right
tools and provided the right incentives.

We believe these three variables - - Provider Reimbursement, Product Design and Care Management - -
should be brought together as they are in our Coordinated Care Model. We view risk as a key enabling
factor, but believe it must be complemented by other areas of organization to be successful.

Conclusion

In conclusion, as the recent reports show, price variation is a problem that needs to be addressed as we
attempt to control medical costs. While a temporary statutory intervention may be required in the short-term,
we believe market based solutions such as our “Coordinated Care Model” hold great promise for long term
improvements in both quality and efficiency. We look forward to working with state agencies, legislators,
employers and providers on ways to address the Commonwealth’s unsustainable health care cost trends.
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Testimony of Andrei Soran, CEO MetroWest Medical Center

Good Morning. My name is Andrei Soran. | am the President and CEO of MetroWest Medical Center.
MetroWest Medical Center is a full-service, investor-owned, community teaching hospital system dedicated
to meeting the health care needs of the MetroWest region of Massachusetts by providing high quality,
affordable, health care close to home. We are a 269-bed health care system — the largest between
Worcester and Boston — and our system includes Framingham Union Hospital, Leonard Morse Hospital

in Natick, MetroWest HomeCare and Hospice, and the MetroWest Wellness Center, which is an outpatient
diagnostic imaging and rehabilitation center.

MetroWest Medical Center plays a critical role in the MetroWest community. Beyond providing medical care
for thousands of patients — many without adequate insurance coverage, MetroWest is a major employer of
local residents and supports various community organizations that share the mission of caring for those in
need. MetroWest employs 2,450 local residents with an annual payroll of $136 million. We paid more than
$1.7 million in real estate and personal property taxes to the Towns of Framingham and Natick last year
and $1.2 million in sales tax to the Commonwealth of Massachusetts, while providing $ 3.5 million in free
care to the residents of the communities we serve. MetroWest is owned by Vanguard Health Systems which
also owns Saint Vincent Hospital in Worcester and 25 other hospitals in Chicago, Detroit, San Antonio and
Phoenix, Medicaid health plans in Phoenix and Chicago and free-standing surgery centers in California.

Thank you for inviting me to offer testimony today on the subject of health care costs.

| applaud the ground breaking work done by the Division of Health Care Policy and Finance in the recent
reports on price variations in health care services, and premium levels and trends, as well as two reports of
the Office of the Attorney General, the most recent just released on June 22, 2011. These reports describe
the challenges that my hospital and others like it across the Commonwealth face as we attempt to fulfill

our mission. Like many community hospitals, MetroWest is faced with significant financial pressures. At

the center of these financial challenges is the reality that we and our peer institutions are inadequately
reimbursed for the high quality care we provide. There are wide variations in the rates of reimbursement to
hospitals for the same services and these variances are a driver of unsustainable health care cost increases.

The more highly paid hospitals and medical groups are using this advantage to grow at the expense of lower
priced providers who are losing volume. Higher rates of reimbursement allow the more fortunate providers
to pay better salaries, and to attract and retain staff and doctors. They allow for better, newer equipment

and facilities, creating marketing advantages. They also fuel expansion plans, further encroaching in new
territories at the expense of lower paid providers.

MWMC is reimbursed on average 25-40% less than other hospitals in its service area for the same services
with little or no difference in quality. As a result, the burden of operational improvements further erodes any
margin, limiting the ability to invest in facilities, new programs and staff and threatening MetroWest'’s ability

to continue to provide a comprehensive range of services in the MetroWest region for the long term. Without
access to our hospital, patients would be forced to travel greater distances to obtain care at significantly
more expensive hospitals, raising everyone’s overall insurance costs. For businesses, towns and cities, labor
unions and increasingly consumers, who are paying the bills, this will mean unnecessary higher costs and
out-of-pocket expenses.

MetroWest’'s paramount focus is to ensure the safety of its patients and to provide the highest quality care
possible to those who live and work in the MetroWest region. | believe that we do an excellent job in this
regard as described in general terms in the aforementioned reports and evidenced more specifically by any
number of public report cards including U.S. Department of Health & Human Services’ Hospital Compare
and the Massachusetts Health Care Quality and Cost Council’'s My Health Care Options. For example,
MetroWest Medical Center significantly improved its safety record, quality of care and patient satisfaction
over the last 3 years, and | am providing a document that illustrates that. Payments however have been
stagnant. This is despite the fact that the quality outcomes at our hospitals meet and often exceed those at
other hospitals in our primary service area. The OAG and DHCFP reports document this and describe the
underlying reasons.
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Disparities in payment to physicians have also created systemic stress at local levels. It makes no sense
for primary care providers to experience disparities in payment up to 30-40%, while living and working in

the same community, serving the same kind of patients and providing the same kind of care. In addition,

the affiliation of those providers with higher reimbursed institutions creates a flow towards the higher cost
hospitals, further weakening local units of care.

With your indulgence, | would suggest some solutions:

» Allow integrated systems and providers to directly access employers and offer attractive prices in
exchange for higher utilization of their resources. | will share an example of what we are doing to be
proactive in that area in a moment.

» Ensure that large systems such as Partners, Atrius, and Bl allow medical information exchange with
other providers. The exclusivity of data control prohibits efficient care at local level. Regardless of the
design of the limited care networks promoted by insurers, without the information, care will not transfer
to lower cost providers.

+ Create interim steps on the way to ACOs. The difficulties in managing risk can be mitigated by allowing
development and payments for Bundling of high cost conditions, and Medical Home models.

« Understand that for providers to be assigned higher levels of risk, infrastructure is needed. The role of
insurers would change and/or diminish and the funds should be transferred to providers.

» The cost containment measures contemplated by the different regulatory and payer organizations and
bodies should not only seek to reduce payments to the “haves.” They should also seek to balance their
payments so that effective and efficient providers can maintain and grow their operations. Some of the
recommendations in the Attorney General’s latest report support some of these solutions.

As | mentioned before MetroWest Medical Center, and Saint Vincent Hospital in Worcester are working hard
to ensure the viability of our hospitals in the current environment in a proactive way. Being high quality and
lower in cost can be advantageous when the people paying the bills know it, and when insurance plans are
available that incentivize the use of those providers who offer “real value.” That “real value” is high quality
care and high patient satisfaction at a relatively lower cost. MetroWest Medical Center and Saint Vincent
Hospital have been designated as “enhanced” or “Level 1” hospitals by all of the principal health insurers in
the Commonwealth. Subscribers or persons insured by these new insurance products enjoy lower out-of-
pocket expenses when they obtain care at hospitals like MetroWest, and we are advertising that Preliminary
results are encouraging. The Group Insurance Commission recently announced that 30% of the 58,000 active
state and municipal employees they cover have enrolled in what they describe as “limited network” plans
which favor the use of hospitals like MetroWest. Several private employers have adopted “tiered” plans that
also favor the use of “enhanced tier” hospital like MetroWest. For example, Polar Beverages has experienced
a 250% increase in utilization while decreasing their costs at our “enhanced tier” facilities as opposed to

the alternative “basic tier” hospital. This alteration in cost per member will create an opportunity for Polar
Beverages to negotiate lower premiums at its next renewal.

These encouraging outcomes are a direct result of the pioneering work done by the Attorney General and the
policies of the Patrick-Murray administration. | urge you to continue down the path of transparency, making
the public aware of both the quality of care provided by Massachusetts hospitals as well as the actual cost of
that care as measured by rates of reimbursement insurers pay hospitals and physicians.
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Testimony of Ellen Zane, President and CEO, Tufts Medical Center and Floating
Hospital for Children

Good morning, and thank you for this opportunity to testify with some of my august colleagues today. We

are all here because health care costs continue to rise in Massachusetts, placing a burden on its citizens, its
businesses and its economy. This is an extremely serious issue and one that deserves our best efforts to solve
— even when those efforts are difficult and challenge the status quo. | would first like to commend you, Acting
Commissioner Carrington along with Governor Patrick, his administration officials, the Attorney General and
the Legislature for recognizing this critical issue and for continuing to ensure it remains a priority.

| would specifically like to commend you and the Attorney General for continuing to investigate and report on
aspects of the health care system that have been in dire need of transparency. These reports astutely point
out the areas needing greater scrutiny and change in our course of action. | am glad you have convened us all
here again because more must be done to mitigate health care costs increases to consumers and disparities
among providers — two problems that are intertwined.

| wish it were not true, but a great deal of what | have to say today is similar to what | said more than a year
ago at the first hearings held on health care costs trends in Massachusetts. My comments are remarkably
similar because a year later the market is remarkably the same. | believe it is wishful thinking to say that the
market is working. The recent set of reports from the AG and DHCFP clearly demonstrate that price is still a
major cost driver in the market, that huge disparities still exist, and that there isn’t one silver bullet that will
resolve the inequities or reduce health care costs. The DHCFP reports showed that many patients continue
to get treatment for the most common conditions at the most expensive providers. The AG’s report showed
that huge pricing disparities still exist, even among providers who are globally paid, and these disparities
bear no relation to quality. Searching for quality metrics that justify higher rates will never justify the degree of
disparities.

| firmly believe that as long as these disparities exist and consumers do not have clear incentives to seek
out high-quality, lower cost providers, we will not be able to bend the cost trend. Clearly there is much more
work to do to fix what is broken in this market, and proposed solutions such as global payments are not the
cure-all. It will take multiple creative solutions that will require the participation of all members of this market:
consumers, employers, health plans, government and providers.

Solutions must include correcting the wide and baseless payment disparities among health care providers
that disappointingly still exist today — despite being revealed several years ago. In addition, employers and

all consumers — the wealthy and those struggling financially — must have incentives for selecting high-quality,
value-priced hospitals and physicians like Tufts Medical Center and New England Quality Care Alliance.
Furthermore, providers who treat significant populations of Medicaid payments must not face discriminatory
pricing from insurance companies (as was shown in a recent DHCFP report) — or they must be compensated
in some way, either by the government or private payers, for the enormous financial burden of caring for this
population. We are not looking for a “race to the top” but we can never support any approach that bakes in the
disparities and further punishes those who serve higher levels of Medicaid patients.

While we would all like to believe that the market can resolve these issues, the data clearly shows it has not.
The longer | participate in and observe this market, the more | realize that we have been confusing some
tweaks to the system with true reform, and it is clear, as the latest DCHFP and AG’s reports demonstrate,

that is not enough. The market has not and will not drive itself to a healthy equilibrium all on its own: there is

a need for some market guidance. This must be done carefully, because, as the Governor rightly points out,
this is very complex and the ramifications are consequential. | agree with the recommendation in the Attorney
General’s report: there is a need for a stronger hand to balance the market and create a system that will
reward efficient delivery of high quality care. We must be very cautious of some of the approaches already put
forth, and ensure that they do not bake in the disparities or ignore the role that underpayments by government
has on premiums. These approaches cannot include across the board, one-size-fits all fixes that exacerbate
the problems for “have not” providers. Such a result would be wrong minded.
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At Tufts Medical Center, we believe we must create changes in the system that not only curb health care
spending, but also build a more integrated, accountable and high-quality care delivery system. Before sharing my
thoughts and concerns about the pricing disparities in our market, | think it is important to share some background
about Tufts Medical Center and our integrated physician network, New England Quality Care Alliance.

« Though it is not widely recognized, Tufts Medical Center cares for the most complex population of patients
of any full service medical center in Massachusetts. We provide a continuum of care involving patients
who range from the tiniest fragile premature infants to adults who need brain surgery and lifesaving heart
transplants. And although we are a much smaller hospital than many of our peers in Boston, the variety of
services we provide to these most complex patients is comparable to our fellow academic medical centers.

» Despite the unusually complex population that we care for, the quality of the care we deliver is among the
best in the city. Specifically, our mortality and complication rates are the same or better than many of our
bestknown and well respected competitors in Boston and elsewhere. By virtually every measure of patient
care and outcomes, we are as good as or better than our fellow AMCs. In 2010, Tufts Medical Center
ranked 6th in the University Health System Consortium’s quality rankings of 98 percent of the academic
medical centers in the nation. This ranking looks at a broad range of objective and nationally accepted
quality measures. None of our local competitors ranked in the top 10 on this list, despite the fact that Tufts
MC is paid less than almost all of them, and paid less than many local community hospitals.

» Approximately 25 percent of Tufts Medical Center’s patient population is insured through Medicaid, making
us the second largest Medicaid provider of any full service teaching hospital in Boston. Only Boston
Medical Center has a larger share of Medicaid patients. In fact, Tufts Medical Center has more than
double and triple the amount of Medicaid share as compared to the other full-—service Boston teaching
hospitals. We are a so called “safety net hospital” for a large and vulnerable population. Inspite of — or
perhaps because of - this fact, we are the second worst-paid hospital in our peer group by private insurers.
In fact, data from a major insurer shows that we are actually paid less than many suburban hospitals and
physicians that care for far less complex patients and serve only a very small fraction of the Medicaid
population.

»  We are not paid slightly less than our highly respected competitors, we are paid significantly less— 30% to
70% less than our competitors. And the amazing physicians who care for our patients are paid 25-75%
less than their colleagues across town and around the state.

To answer the calls for action and sustain the health care sector that is critical to the health of our citizens and
our economy, we must address the fundamental issues of price disparities, incentive alignment and government
underpayment.

1. Price convergence is imperative for a healthy and sustainable market.

Last year the Attorney General brought to light the staggering payment differentials in the health care market and
the leverage wielded by the best-known or geographically-isolated providers. A market of “haves” and “have nots”
has clearly emerged. A provider’s quality, mission, case mix or share of publicly-insured patients does not appear
to drive the prices set by insurers. It remains incredibly difficult for highly efficient and effective providers, like Tufts
Medical Center and its NEQCA network, to compete with the market’s Goliaths when pricing disparities are as
significant as they have ever been. The most highly-paid providers continue to hold massive, unfair advantages
when it comes to physician recruitment, technology acquisition, marketing dollars, brand-recognition and overall
consumer awareness. With no incentives to direct them toward high-quality, lower-cost providers, consumers
continue to flock to the most expensive providers. Costs to all consumers — including those who do use lower-cost
providers — continue to rise.
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As the Attorney General points out in her latest report, global payments alone are not addressing the rate
disparities. Neither will they automatically deliver higher quality and lower costs. Global payments — when
done correctly — may incentivize providers to better coordinate care, but just like fee-for-service payments,
they are the result of a negotiation between provider and insurer. From what we can tell from the Attorney
General’s report, providers who have significant market leverage have been able to use it to secure high
global payments just as they always have to secure high fee-for-service payments. If global payments build
in the current market disparities by setting global budgets purely on historical levels, they will do NOTHING to
lower health care costs in this or any other market.

| believe there are several factors that must be considered when addressing the bad outcomes of these
disparities.

* Not all systems are equally efficient - new payment systems should not reward organizations with
higher total medical expenses, and they should not punish already low-cost providers.

» Providers must be categorized and analyzed for efficiency, quality and payment by peer group for true
“apples to apples” comparisons among institutions. Only then can we determine appropriate payment
rates, which should be at least at the average of other hospitals in their markets and peer groups.

» For global payments to bend the long-term trend in health care spending and to provide a viable
surplus to all providers, some redistribution will be required

Once the payment gap is addressed, global payment contracts could be effective in aligning incentives to
achieve high quality and efficient health care. While a number of insurance products incentivize providers

to reach quality goals with additional payments for achieving benchmarks, so far these incentive payments
have not significantly changed the relative rates paid to providers, and hence they have yet to do anything to
change the inequities among providers in this market. We do think that providers should be rewarded for high
quality and incentivized to provide high-quality care, but underlying price differentials must still be addressed.

To be most effective in correlating prices with quality, improvements in quality measurement systems

need to occur. For example, critical to ambulatory care is moving from quality metrics based on claims to
metrics based on actual clinical information from electronic medical records. Several factors that should be
recognized in differentiated prices are:

* Quality — providers should be rewarded for meeting quality standards

» Efficient care management — providers who demonstrate efficiency in treating patients should not be
penalized by well-below market rates

» Safety net services offered and Medicaid mix
» Acuity — the severity of iliness treated by the provider

» Teaching status — Academic medical centers bear a significant burden in training the next generation
of physicians and other caregivers, and they also are required to maintain and provide a higher level of
critical services essential to all communities.

| have gained many years of experience learning to integrate doctors and hospitals and the services they
provide patients. And | can tell you, it's not easy, and it certainly doesn’t happen overnight. There is a great
deal that goes into meeting the goals of better quality, true integration and savings in the long run. Tufts
Medical Center, along with our community physician network, was the first, academic medical center to
enter into the Blue Cross Blue Shield Alternative Quality Contract (BCBS AQC). The BCBS AQC is a global
payment model with significant quality incentives embedded within it. Our participation in the AQC has
provided us with valuable experiences and insights to the success and pitfalls of global payments.

Recommendations of the Special Commission on Provider Price Reform App.C-154

Recommendations of the Special Commission on Provider Price Reform App.C-154



As I've said, global payments, in and of themselves, will not address the underlying problems in the market.
The report shows that a low-paid, fee-for-service provider, practicing at a low-cost hospital will be less
expensive than a high-cost, globally-paid provider. If we bake in the current market inequities, we will have
accomplished nothing. In a global payment model, a low cost system can’t be expected to achieve trend
reductions in the same way as the high cost system. Further, we need to be cognizant of the up-front costs
and investments necessary to develop successful systems — because they are significant.

2. Simultaneous pursuit of alignment of consumer and provider incentives is essential.

Consumers should have better access to data that reflects the cost and quality of the providers they
choose. However, as stated in the Attorney General’s report, it is unlikely that consumers will respond to
this information unless they are prompted to do so by insurance plan designs that encourage them to seek
out low-cost, high-quality providers. | agree whole-heartedly with the Attorney General that limited and
tiered networks are the best ways to achieve this incentive alignment. Consumers who responsibly choose
lowercost, high-quality providers should be financially rewarded with lower copays and premiums. Insurers
must also provide real-time information about benefit design to providers, so that individuals and their
caregivers can be fully-informed about the choices patients are being asked to make.

3. Government underpayment must be addressed.

| would be remiss if | did not also mention that one of the drivers of premium increases is cost shifting from
government to private payers and cost shifting from government directly to providers through fee cuts. The
ever diminishing level of government reimbursement in the face of increasing government mandates forces
providers to try to charge more to the private sector, or to simply endure the reduced reimbursement from
state contracted rates. Often it is the latter because providers with the highest Medicaid populations are also
among the most poorly paid by commercial insurers, as the DHCFP report shows. As | noted, more than a
quarter of Tufts Medical Center patients are on Medicaid, and we continue to receive much lower commercial
rates than our peers for no reason whatsoever. We do believe that because institutions like Tufts MC have so
many Medicaid patients, commercial payers actually feel less pressure to provide reasonable rates. Insurers
should not be allowed to discriminate against providers who serve a high percentage of poor patients. |
believe one reasonable remedy for this would be to require insurers to prove that they are not discriminating
against hospitals and physicians with a high Medicaid mix and are paying them a market-competitive rate.

You've all heard me say that there is no silver bullet and it must be an all-hands-on-deck approach; providers
and insurers, government, employers and consumers must all put some skin in the game to move forward on
these issues. That is still true and will remain true as we work to address these thorny issues in our market. |

am heartened by the attention that the Administration and Legislature continue to devote to these issues. Our
patients, our medical institutions and our economy deserve nothing less.

Thank you again for the opportunity to testify today and | will be happy to answer any questions.
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Special Commission on Provider Price Reform

Date: Monday, June 20, 2011
Time: 10:00 a.m. — 1:00 p.m.
Place: 2 Boylston St, 5th Floor, Daley-Berkley Conference Room

Meeting Attendees

Meeting Minutes

Special Commission Members

Guest Speakers

Contractors

v

AN N NN

AN N N NN

Jay Gonzales (co-chair)
Seena Carrington (co-chair)
Amitabh Chandra

Patrick Gilligan

Tim Jens (proxy for Lynn
Nicholas, Massachusetts Hospital
Association)

Eugene Lindsey
Eric Linzer
Dolores Mitchell
Richard T. Moore
Steven Walsh

v" Nancy Panaro, DHCFP
General Counsel

Michael Bailit, Bailit Health
Purchasing

Megan Burns, Bailit Health
Purchasing

Meeting Minutes

L

II.

The meeting opened with introductory remarks by Secretary Jay Gonzales at 10:09 a.m. Secretary
Gonzales noted that the Special Commission is getting started later than originally planned and because
of that, the Special Commission will have an aggressive schedule to maintain. He thanked all of the
Commission members in advance for working toward finalizing a report by September, 2011.

Introduction of Special Commission members and consultant

The Special Commission members introduced themselves and identified which organizations they
represent. Acting Commissioner Seena Carrington introduced Michael Bailit, the consultant to the

Special Commission.

III. Special Commission’s role and responsibilities

a. Opverview of statute (Section 67 of Chapter 288 of the Acts of 2010)

Nancy Panaro, the General Counsel for the Division of Health Cate Finance and Policy, reviewed
the key provisions of Section 67 of Chapter 288 of the Acts of 2010, which created the Special
Commission. Commissioners were reminded that the goal of the Special Commission is to
investigate the rising cost of health care insurance and the impact of reimbursement rates paid by
health insurers to providers. The Special Commission will examine policies aimed at enhancing
competition, fairness, and cost-effectiveness in the health care market through the reduction of
reimbursement disparities. The Special Commission shall develop recommendations that will
consider, and be consistent with, the recommendations of the Special Commission on the Health
Care Payment System, as created under Section 44 of Chapter 305 of the Acts of 2008. The Special
Commission shall examine: the variation in relative prices paid to providers within similar provider
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groups, the variation in costs of providers for services of comparable acuity, quality and complexity;
the variation in volume of care provided at providers with low and high levels of relative prices or
health status adjusted total medical expenses; the correlation between the price paid to providers and
(1) the quality of care, (2) the acuity of the patient population, (3) the provider’s payer mix, (4) the
provision of unique services, including specialty teaching services and community setvices, and (5)
operational costs, including labor costs; the correlation between the price paid to providers and status
as a disproportionate share hospital, a specialty hospital, a pediatric specialty hospital or as an
academic teaching hospital; and policies to promote the use of providers with low health status
adjusted total medical expenses. Any recommendation by the Special Commission requires a
majority vote.

The Special Commission is required by legislation to consult with the office of the Attorney General,
Health Care Quality and Cost Council, Division of Health Care Finance and Policy, health care
economists and other individuals or organizations with expertise in state and federal health care
payment methodologies and reforms. The Special Commission is also required to consult with
different health care stakeholders throughout the state. Additionally, the Special Commission was
reminded that their meetings are subject to the open meeting law. The Special Commission
members are also subject to the state’s ethics laws.

b. Process and expectations

Acting Commissioner Carrington also noted that because of the aggressive timeframe, the meetings
will be highly structured. To that end, the Acting Commissioner asked that all Commissioners
respect the diversity of opinions that are represented at the table and be civil and productive
throughout the process. She also specifically noted that the Division of Health Care Finance and
Policy has committed resources towards completion of the necessary data and analysis. DHCEFP was
also able to quickly put together a webpage for the Commission, where the meeting schedule,
materials, and minutes will be posted.

IV. Review of Recommendations by the Special Commission on the Health Care Payment System

Michael Bailit reviewed the recommendations of the 2009 Special Commission on the Health Care
Payment System. That Special Commission was created under Section 44 of Chapter 305 of the Acts of
2008. Its goal was to investigate reforming and restructuring the payment system to provide incentives
for efficient and effective patient-centered care and to reduce variations in the quality and cost of care.
Bailit reviewed the Special Commission’s process and highlighted the principles for payment reform.
Bailit noted that the Special Commission on the Health Care Payment System unanimously
recommended that global payments become the predominant form of payment to providers in
Massachusetts. Bailit also noted that the recommendations included responsibilities for an oversight
entity to: establish transition milestones and monitor progress, with a focus on the progress to global
payments, progress to greater payment equity, and per capita health care costs; set milestones for
achievement of value-based payment equity and monitor market progress toward these targets. Metrics
for monitoring might include (a) variation in levels of risk-adjusted global payments to ACOs across
payers and (b) variations in levels of payments to different providers within ACOs, and payments for
lines of services such as primary care and behavioral health and other services. The oversight entity will
have authority to assist, intervene, and make mid-course corrections if needed.

V. Principles for Provider Price Reform

Bailit facilitated a discussion of provider price reform principles. He first asked if the Commissioners
could agree on the base assumption of the Special Commission’s legislative mandate which is: reduction

2
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in the variation of provider health care reimbursement will enhance competition, fairness, and the cost-
effectiveness of the health care market.

The Commissioners gave the following input to the base assumption:

e Depending on how reduction of price variation is accomplished, it is conceivable that those
providers who ate less well advantaged get an increase in rates. This approach would result in less
variation, but not in cost-effectiveness.

e How enhanced competition and fairness are achieved is important. Competition and fairness must be
achieved without negative consequences.

e Ifvariation is a problem, then must conclude that someone is being paid wrong. We might not agree
on who is being paid accurately, but need to consider what the right price is for any given service.

Bailit then asked the Commissioners if they feel that a reduction in variation is desirable. The
Commissioners responded with the following comments:

e Reduction in unjustified variation is important, but it must be done in a reasonable manner.

Bailit asked the Commissioners to discuss principles that should guide the work of the Special
Commission. The principles were recorded and will be discussed again at the second meeting.

As a result of the principles discussion, the following topics or concepts were mentioned and placed in a
“parking lot” for later review.

e Cost and price are affected by level of supply and therefore attention needs to be given to how much
supply is necessary.

A revised draft of principles will be provided to the Special Commission after staff and consultants have
obtained stakeholder input.

Proposed work plan

Bailit reviewed the proposed work plan for the Special Commission including future meeting topics. The
next two meetings will consist of data analysis and literature review, followed by a review of provider
price reform options. Bailit asked that if any Commissioner wanted a specific reform option to be
presented, s/he should communicate that option to one of the co-chairs.

VII.Next steps

The next meeting is scheduled for July 13, 2011.

The meeting was adjourned at 12:32 pm.

3

Recommendations of the Special Commission on Provider Price Reform App. D-3



Special Commission on Provider Price Reform
Meeting Minutes

Date: Wednesday, July 13, 2011
Time: 9:00 a.m. — 1:00 p.m.
Place: 2 Boylston St, 5th Floor, Daley-Berkley Conference Room

Meeting Attendees
Commission Members Guest Speakers Contractors
v Jay Gonzales (co-chair) v Susan Brown, Assistant Attorney | v'  Michael Bailit, Bailit Health
v Seena Carrington (co-chair) General, Office of the A‘tt'oirney Purchasing
Amitabh Chandra (absens) General, Health Care Division v Megan Burns, Bailit Health
v Patrick Gilli v" Stacey Eccleston, Assistant Purchasing
atrick Gtligan Commissionet of Health
v" Eugene Lindsey Research and Policy, Division of
v Eric Linzer Health Care Finance and Policy
v Dolores Mitchell v Michael Grenier, Pricing Policy
. Manager, Division of Health
\/ g 5
P Richard T}; 1\1/[oore Care Finance and Policy
Ly i .
yan Nicholas v" Stephen McCabe, Assistant
v' Steven Walsh Commissioner of Health Care
Finance, Division of Health Care
Finance and Policy

Meeting Minutes

I

II.

II1.

The meeting opened with introductory remarks by Secretary Jay Gonzales at 9:16 a.m. Acting
Commissioner Seena Carrington then reviewed the agenda for the meeting.

Special Commission on the Provider Price Reform: Review of Objective and Scope

Michael Bailit reviewed the statutorily defined objective of the Special Commission on Provider Price
Reform to investigate the rising cost of health care insurance and the impact of reimbursement rates paid
by health insurers to providers.

Michael Bailit also reviewed the statutorily defined scope of the Special Commission on Provider Price
Reform to examine policies aimed at enhancing competition, fairness, and cost-effectiveness in the health
care market through the reduction of reimbursement disparities.

Review of Stakeholder Feedback

Michael Bailit reviewed the list of stakeholders with whom he had met prior to the second Special
Commission meeting, including Health Care for All and other consumer advocates; members of the
Massachusetts Hospital Association; members of the Massachusetts League of Community Health
Centers, representatives of the Massachusetts Coalition of Nurse Practitioners, and members of the
Massachusetts Association of Health Plans.

In conversations with stakeholders, Michael Bailit asked the following four questions:

1. To what extent is price variation a problem in health care (and why)?
2. What are the drivers of price variation in health care?

1
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3. What overarching principles should the Special Commission adopt?
4. Are there possible solutions or strategies to reduce price variation that the Commission
should consider?

A summary of the stakeholder feedback is available in a memo to the members of the Special
Commission; it is located at: www.mass.cov/Eeohhs2/docs/dhcf; r/Stakeholdetr%20feedback-07-

13-2011.pdf

Continued Discussion of Principles for Provider Price Reform

Michael Bailit shared with the Commissioners a draft set of principles for provider price reform and
asked for review and comment. Secretary Gonzalez noted that the focus should be on overarching
principles and not on conclusions or strategies to reduce variation. He assured the Commissioners that
potential strategies would be discussed at future Special Commission meetings.

The floor was then opened for discussion of the draft principles. It was agreed that the draft principles
be finalized at the third Special Commission meeting, after the Commissioners have had a chance to
review the principles with their constituencies.

Background on the Massachusetts Health Care Landscape

Acting Commissioner Seena Carrington introduced the data portion of the meeting. The data analysis
was informed by the direction provided in the statue, but she solicited suggestions for additional areas of
analyses that may be helpful to Commissioners in their deliberations. She added that DHFCP would
keep track of the requests and fulfill those for which data was available.

Stacy Eccleston, Assistant Commissioner for Health Research and Policy at the Division of Health Care
Finance and Policy, reviewed data descriptive of the health care landscape in Massachusetts. She
specifically reviewed the statistics of commercially insured population by insurance type, enrollment of
members by insurance plan, payment method for commercial and public plans, trends in health care
premiums, and trends in health care expenditures.

Michael Bailit reviewed the potential causes of health care price increases identified in literature,
including: investments in new and emerging technology, labor costs, increasing demand, third party
payment, decreased market competition, and setvice mix and provider mix. Michael noted that the
literature does not compare these factors relative to one another and therefore the potential causes of
health care price increases were not listed in ranked order.

Stephen McCabe, Assistant Commissioner for Health Care Finance at the Division of Health Care
Finance and Policy presented data that examined the specific factors cited in the legislation, including:

e the variation in relative price paid to providers within similar provider groups;
e the variation in costs of providers for services of comparable acuity, quality and complexity, and

e the variation in volume of care provided at providers with low and high levels of relative prices
or health status adjusted total medical expenses.

Findings from the Attorney General’s Examinations of Health Care Cost Trends and Cost Drivers
Pursuant to G.L.c. 118G § 6 V2 (b)

Susan Brown, Assistant Attorney General, presented the findings from the Attorney General’s

examinations of health care cost trends and cost drivers. She noted that the analysis sought to answer
four key questions:

2
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e What type of variation exists in the commercial prices paid by insurers to providers?

e Are those variations adequately explained by value-based differences in the serviced provided?
e How are variations in prices paid related to overall health care costs?

e How are variations in prices related to payment methodology?

VIIL.Provider Price Variation Analyses

Michael Greiner, Pricing Policy Manager in the Division of Health Care Finance and Policy, continued
with a review of price correlations as specified in the statute. He specifically reviewed:
e the correlations between price paid to providers and
O the quality of care,
O the acuity of the patient population,
O the provider’s payer mix,
0 the provision of unique services, including specialty teaching services and community
services;
O operational costs, including labor costs;
e the correlation between price paid to providers and, in the case of hospitals, status a
disproportionate shatre hospital, a specialty hospital, a pediatric specialty hospital or as an
academic teaching hospital; and

Michael Grenier presented supplemental analysis, including examination of public payer price variation,
examination of role of volume on price vatiation, and multiple regression models to assess the combined
effect of the considered factors.

Michael Bailit reviewed national research literature regarding other potential reasons for price variation
not analyzed by DHCFP or the Attorney General’s Office. He specifically examined literature findings
relative to cost-shifting, market power, reputation, and differential pricing and what they revealed
regarding potential reasons for price variation.

VIII.  Next Steps

Acting Commissioner Carrington summarized the meeting by noting three key points:
e Increasing prices are the primary driver of higher health care spending.
e There are wide variations in the prices paid to providers for the same services.
e The causes for such variations are unclear.

Dolores Mitchell added a fourth take-away, and that was to thank the Division of Health Care Finance
and Policy and the Office of the Attorney General for their tremendous efforts in better understanding

and analyzing the MA health care delivery system.

The next meeting is scheduled for July 29, 2011. The meeting was adjourned at 12:57 pm.
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Date: Friday, July 29, 2011
Time: 9:00 a.m. — 1:00 p.m.
Place: 2 Boylston St, 5th Floor, Daley-Berkley Conference Room

Meeting Attendees
Commission Members Guest Speakers Contractors
V" Secretary Jay Gonzalez (co- v Tom O’Brien, Chief, Health v" Michael Bailit, Bailit Health
chair) Care Division, Office of the Purchasing
V" Acting Commissioner Seena Attorney General v" Megan Burns, Bailit Health
Carrington (co-chair) v" Stacey Eccleston, Assistant Purchasing
v Amitabh Chandra Commissioner of Health
R h and Policy, Divisi
¥ Michael Caljouw (proxy for ofe i—elzzgthagare ;iI:ZI’lceZEilon
Patrick Gilligan, BCBSM.A) Policy
v" Bugene Lindsey
v" Bric Linzer
v Dolores Mitchell
v" Kimberly Haddad (proxy for
Chairman Richard T. Moore)
v" Lynn Nicholas
v" Chairman Steven Walsh

Meeting Minutes

I.

II.

Welcome

The meeting opened with introductory remarks by Secretary Jay Gonzales at 9:13 a.m. He then reviewed
the agenda for the meeting. He noted that the purpose of the meeting was not to debate different
strategies, but rather to learn and understand the potential strategies to reduce disparities in payment
rates. He asked that all Commissioners withhold their opinions of the strategies and limit their questions
to clarification on the implementation or use of the strategy.

Secretary Gonzalez asked for a motion to approve the meeting minutes from June 20t and July 13,
Chairman Walsh made a motion to approve the minutes and Dolores Mitchell provided a second to the
motion. The minutes were approved unanimously.

Review of Additional Stakeholder Feedback

Lynn Nicholas remarked that the stakeholder feedback, as presented by Michael Bailit in the last meeting,
did not accurately capture the overall intention of the hospitals that had been convened by the
Massachusetts Hospital Association. Lynn asked to read a statement that clarified the intentions of the
Massachusetts Hospital Association and its members. Secretary Gonzalez and Acting Commissioner
Carrington agreed to allow her amendment to the meeting summary. Lynn asked that her official record
be added to the Division website. Secretary Gonzalez and Acting Commissioner Carrington agreed to
post it online.

1
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Michael Bailit reviewed the additional stakeholder feedback he received following the Special
Commission’s July 13% meeting. Michael Bailit held two additional stakeholder meetings: one with
physicians gathered by the Massachusetts Medical Society and the second with health center executive
directors gathered by the Massachusetts League of Community Health Centers.

A summary of the additional stakeholder feedback is available in a memo to the members of the Special
Commission. The summary is located at:
www.mass.gov/Heohhs2/docs/dhcfp/g/p r/Stakeholder Feedback.pdf.

After summarizing the stakeholder feedback, Michael Bailit offered to all the Special Commissioners the
opportunity to join the stakeholder meetings that will occur in August. Michael will be reviewing the
potential strategies to reduce disparities in payment rates with each stakeholder.

I1I. Review of Revised Provider Price Reform Principles

Acting Commissioner Carrington noted that the revised draft provider price reform principles were
emailed to the Special Commissioners in advance of the meeting in order to provide them the
opportunity to review the principles with any constituents. After a period of discussion and edits
proposed by different Special Commission members, Acting Commissioner Carrington proposed that for
meeting #4, she and her team would draft another version of the principles for final consideration. She
asked that all Special Commissioners submit to her additional recommended changes for her
consideration by the end of the day on Monday, August 1, 2011. She said she would work on a revised
version of the principles and distribute it to the Special Commissioners before the next meeting. She
asked that the Special Commissioners be prepatred to vote on the revised principles during meeting #4.

IV. Review of Analytical Findings and Additional Analyses

Assistant Commissioner Stacey Eccelston summarized the findings of the last meeting. She noted that
no relationship was found between price and quality, acuity, payer mix, disproportionate share hospital
status, provision of specialty services, community services, costs per case mix adjusted discharge, teaching
status or volume. She noted that although some weak and moderate correlations were found, none of
the factors analyzed were independently found to be significant predictors of higher or lower provider
prices. Stacey Eccelston noted that in the absence of quantifiable relationships, it was reasonable to
conclude that prices appear to be strongly influenced by other unexamined factors.

Stacey Eccelston reviewed the additional requested analysis. She reviewed the following items:
e medical loss ratios by plan type;
e the hospital price variation that exists when specialty hospitals are excluded from the analysis;
e physician group price variation that exists when pediatric physicians are excluded from the
analysis;
e correlation of teaching status with inpatient hospital prices;
e the total hospital margins for acute facilities and teaching and community hospitals;
e the disproportionate share and all other hospital median total margin;
e acute hospital financial performance for fiscal year 2010;
e the trends of Massachusetts health plan profit margins and the actual margins in CY 2010; and

e the potential price saving scenarios by narrowing price variation for selected DRGs and
physician services.

V. Recommendations of the Office of the Attorney General

2
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Tom O’Brien, Chief of the Health Care Division of the Attorney General, reviewed the Attorney
General’s recommendation to address health care costs trends and cost drivers. In her analysis, the
Attorney General sought to answer two questions:

1. How can market function be improved, and
2. How can care coordination be improved?

After conducting the analysis, the Attorney General made six recommendations. They are:

Promote tiered and limited network products to increase value-based purchasing decisions.
Reduce health care price distortions through temporary statutory restrictions until tiered and
limited network products and commercial market transparency can improve market function.

3. Encourage consumers to select a primary care provider who can assist consumers in
coordinating care based on each consumer’s needs and best interests.

4. Promote coordination of patient care through primary care providers by recognizing the need to
improve funding of care coordination to include the infrastructure necessary to coordinate care,
and by giving providers timely access to relevant patient data regardless of their size or payment
methodology.

5. Consider steps to improve the use of the all payer claims database (“APCD”) by: (i) developing
reportts for providers and the public to guide development of patient care coordination
improvements and system accountability, and (i) increasing the standardization of claim level
submissions by reducing differences in how payers report payment level information.

6. Develop appropriate regulations, solvency standards, and oversight for providers who contract

to manage the risk of insured and self-insured populations.

N —

VI. Potential Strategies to Reduce Disparities in Payment Rates

Acting Commissioner Carrington introduced the following discussion on the potential strategies to
reduce disparities in payment rates. She noted that there were eight options to be presented and that
these options were merely researched strategies — not recommendations. She also noted the eight
options were not mutually exclusive. She asked the Commissioners to refrain from providing opinions
on the strategies but rather ask clarifying questions with the intention of learning. She noted that in the
following Commission meetings, the Commissioners would have the opportunity to discuss the
strategies.

Candace Reddy noted that if the Commissioners had more suggestions or additional strategies, to please
send them to Acting Commissioner Carrington and Secretary Gonzalez.

Michael Bailit presented each strategy and responded to questions after each strategy. The minutes are
outlined with the strategy, the definition and subsequent discussion. For a full review of the strategies,
please refer to the presentation posted at:
www.mass.gov/?pagelD=eohhs2terminal&l.=4&I.0=Home&I.1=Government&Il.2=Special+Commissi

ons+and+Initiatives&l.3=Special+ Commission+on+Provider+Price+Reform&sid=Eeohhs2&b=termi
nalcontent&f=dhcfp government price reform work plan&csid=Feohhs2#meeting 3. Michael Bailit

noted that the names of the strategies were simply there to help identify the strategies and suggested that
the Commissioners should not debate the names.

VII. Recent Proposals to Address Price Variation

Michael Bailit reviewed three current proposals that seek to reduce the disparities in provider price. He
reviewed proposals by Governor Deval Patrick, Ellen Zane, President and CEO of Tufts Medical Center

3
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and the Massachusetts Association of Health Plans. A summary of each of the proposals is available
here:

www.mass.cov/?page]D=eohhs2terminal &L.=4&IL.0=Home&L1=Government&Il.2=Special + Commissi

ons+and+Initiatives&l.3=Special+Commission+on+Provider+Price+Reform&sid=Eeohhs2&b=termi
nalcontent&f=dhcfp government price reform work plan&csid=Feohhs2#meeting 3.

VIII. Next Steps

Acting Commissioner Carrington began to wrap up the meeting by noting that it was important for the
Special Commission to finalize the principles as they would be the basis by which the Special
Commission would evaluate the strategies and proposals that were discussed during the meeting,.

Acting Commissioner Carrington also noted that the discussion during the fourth Special Commission
meeting would revolve around pros and cons of each strategy and she asked each Special Commissioner
to spend some time thinking about what strengths and weakness existed for the presented options.

Acting Commissioner Carrington asked that all Special Commissioners also review each strategy for use
in a fee- for-service payment model and with alternative payment models. She noted that some
recommendations required substantial lead time, while some other strategies might not. She closed by
stating that the next three meetings will be comprised of deliberations and hopetully by the seventh
meeting there will be a vote on recommendations.

The meeting was adjourned at 12:36 pm. The next meeting is scheduled for August 15, 2011.

4
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Meeting Minutes

I. Welcome

Secretary Gonzalez welcomed all of the Commissioners and called the meeting to order at 10:13 am.
The meeting minutes from July 29, 2011 were approved unanimously.

Acting Commissioner Carrington noted that the purpose of the meeting was to discuss the relative
merits of the strategies to reduce provider price disparities.

Secretary Gonzalez mentioned that the meeting on Wednesday is in reserve depending on how
many strategies the Commissioners discuss. He reminded the Commissioners that today’s objective
was not to arrive at a final recommendation, but rather to discuss the merits of each strategy to then
inform a meeting in September where the Commissioners will begin to discuss potential
recommendations.

II. Review of Principles of Provider Price Reform

Michael Bailit reviewed the draft principles of provider price reform:
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1. The data needed to understand provider prices, the variation in prices, and the underlying
factors influencing prices should be made available to support on-going provider price
reform and monitoring.

2. Factors which account for variation in provider prices should be analyzed using sound

methodological tools. Public discussion regarding interpretations of such analyses should be

promoted.

Provider prices may vary.

4. Prices and any factors for variation should be transparent and communicated in a manner
easily understood by consumers and purchasers.

5. When market processes result in prices that contribute to increasing health care spending,
state government should take appropriate steps that will address the unjustified variation in
provider prices.

0. Unjustified variation in provider prices should be adjusted responsibly, and changes should
be continually evaluated for intended and unintended consequences.

7. Any strategy to reduce the variation in provider prices must result in containing health care
costs, and maintaining or improving quality and access.

8. Strategies to reduce the variation in provider prices must take into account current and any
future payment methodologies.

9. Any strategy to reduce the variation in provider prices for a particular cohort of providers
should consider all Massachusetts providers within that group.

&

Michael Bailit asked the Commissioners for comments. A discussion ensued. Several
Commissioners noted their support of the principles and a motion to approve the principles as
presented was made. A vote occurred where eight members approved, one abstained, and one was
absent.

Eric Linzer, who was not present for the vote, submitted a statement asking to be recorded as
voting in favor of the proposed principles.

Lynn Nicholas asked that her abstention be recorded for the hospital’s inability to support
principle #5 (when market processes result in prices that contribute to increasing health care spending, state
government should take appropriate steps that will address the unjustified variation in provider prices.) The full
text of MHA’s abstention reason can be found online at:

http:/ /www.mass.cov/?page] D=eohhs2terminal&[.=4&I.0=Home&l.1=Government&Il.2=S

ecial+Commissions+and+Initiatives&l.3=Special+ Commission+on+Provider+Price+Reform

&sid=Feohhs2&b=terminalcontent&f=dhcfp government price reform work plan&csid=Ee
ohhs2#meeting 3

ITI. Discussion of Potential Strategies to Reduce Disparities in Payment Rates

Michael Bailit began the discussion by asking that the Commissioners note the individual strengths
or weaknesses of each strategy. Commissioners would have a chance to consider strategies in
relation to each other at a future meeting,

Michael asked the Commissioners to consider the following five points when debating the strategies:

1) consider ease of implementation;

Recommendations of the Special Commission on Provider Price Reform App. D-12



2) timeline for impact;

3) expected effectiveness with respect to variation and cost;

4) the application of the strategy with alternative payment arrangements, and
5) the principles for provider price reform.

Michael asked the Commissioners whether there were any other factors that should be considered
when debating the strategies to reduce price variation.

e Secretary Gonzalez suggested that the Commission looks at whether government or market is
influencing the strategies. He noted that transparency is a strategy in which government has
played a key role.

1. Transparency

Transparency was the first strategy reviewed. Price transparency requires the disclosure of prices in
a manner that enables the consumer to make more informed care decisions.

2. Market Power Intervention

Market power intervention was the second strategy discussed. Market power intervention mitigates
the competitive advantage of large provider systems. There are three ways the Commissioners
looked at implementing market power intervention:

O  Regulation of contracting practices: Regulation of provider negotiating and contracting practices
could address:

* Contract provisions that require payers to contract with all providers within a system,
rather than contracting only with the individual provider facilities that a health plan
may need to ensure adequate network access.

* Contract provisions that require payers to pay the same or similar prices to all
providers within a system.

O Abwntitrust scrutiny: Another approach could be closer anti-trust scrutiny by federal and state
governments tasked with monitoring and regulating potentially anti-competitive behavior
(Federal Trade Commission, Massachusetts Attorney General). Mechanisms for anti-trust
scrutiny already exist, and could be applied more aggressively than has been historical
practice.

O  Legislation: Legislation could affect future market consolidation.

3. Consumer Incentives

e use of consumer incentives was the third strate eviewed. Consumer incentives encourage
Th f i ti the third strategy reviewed. C ri ti r
patient choice for cost-effective providers. There are several strategies to implement consumer

incentives and the Commissioners looked at the following proposals:

0 Payers could continue to develop tiered and/or select network plans with reduced premiums
or reduced cost-sharing.
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0 The Massachusetts Legislature has already mandated that health plans offer products that
employ health benefit designs to engage patients more fully in choosing lower-cost
providers. Additional actions could include:

* Increasing required premium differentials between traditional network benefit
programs and tiered/select network programs.

* Specifying cost-sharing differentials between providers in and out of select network
products and between tiered network products.

* Limiting the ability of providers to opt out of tiered network products.

e Specification of criteria that insurers must use to determine providers' eligibility for
the select network.

IV. Next Steps
Secretary Gonzalez indicated that a meeting on Wednesday, August 17, 2011 would be necessary to
continue the discussion. Secretary Gonzalez and Acting Commissioner Carrington thanked the

Commissioners and adjourned the meeting at 12:48.

The next meeting will be held on August 17, 2011.
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Meeting Minutes
I. Welcome

Secretary Gonzalez welcomed all of the Commissioners and called the meeting to order at 10:05 am.

II. Stakeholder Feedback

Michael Bailit met with three separate stakeholder groups since the last Commission meeting. With
each group, he reviewed the eight strategy options to reduce provider price variation and obtained
their input. The full text of stakeholder feedback can be reviewed at:
http://www.mass.gov/?pagelD=cohhs2terminal&l.=4&Il.0=Home&l.1=Government&l.2=Special

+Commissions+and+Initiatives&l.3=Special+ Commission+on+Provider+Price+Reform&sid=Fe
ohhs2&b=terminalcontent&f=dhcfp government price reform work plan&csid=FEeohhs2#meeti
ng 3

III.  Discussion of Potential Strategies to Reduce Disparities in Payment Rates
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Michael Bailit led the discussion of the strengths and weakness of the potential strategies to reduce
payment disparities. He reminded the Commissioners to consider the same five points as the prior
discussion:

1) consider ease of implementation;

2) timeline for impact;

3) expected effectiveness with respect to variation and cost;

4) the application of the strategy with alternative payment arrangements, and

5) the principles for provider price reform.

1. Benchmarks for Variation
“Benchmarks for Variation” was the first strategy reviewed during this meeting. The strategy limits
the amount of variation that an individual payer permits for a given service or a market basket of
services across the payer’s network.

2. Acceptable Factors for Variation
“Acceptable Factors for Variation” was the second strategy reviewed during this meeting. The
strategy specifies the components for which variation is acceptable and could define the extent of
component variation. This method could prohibit variation in price due to any other reason.

3. Price or Price Growth Thresholds
“Price or Price Growth Thresholds” was the third strategy reviewed during this meeting. This
strategy establishes a ceiling on the allowable price for any given service or aggregation of services,
ot sets an allowable threshold for price increases.

4. Reference Pricing
“Reference Pricing” was the fourth strategy reviewed during this meeting. Reference pricing is a
price for a given health product or service is based on an established, published external source. All
providers or all insurers could be required to charge or pay the benchmark price or within a
percentage threshold of the benchmark price.

5. Rate Setting

“Rate Setting” was the fifth strategy reviewed during this meeting. “Rate Setting” is the
establishment of a schedule of health care service prices that must be charged by provider or paid by

payers.

IV. Next Steps

Secretary Gonzalez and Acting Commissioner Carrington thanked the Commissioners and
adjourned the meeting at 12:02 pm. The next meeting will be held on September 21, 2011.
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Meeting Minutes
I. Welcome

Secretary Gonzalez welcomed everyone and called the meeting to order at 10:12am. The
Secretary recognized Kim Haddad who participated on behalf of Chairman Moore and Jenny
Nathans who participated on behalf of Chairman Walsh. Secretary Gonzalez then introduced
and welcomed Aron Boros, the new Commissioner of the Division of Health Care Finance and
Policy.

Secretary Gonzalez stated that the purpose of the meeting was to have discussion and
deliberation of a draft set of options to reduce provider price variation. He noted that the five
prior Commission meetings were focused on studying price variation, potential strategies to
reduce variation and stakeholder feedback. He asked that the Commissioners share their
opinions and the opinions of their constituents in response to the draft options.

The Secretary called on Michael Bailit to first provide the Commissioners with additional
stakeholder feedback obtained between meetings five and six, and then present the draft options
to reduce provider price variation.

1. Review of Stakeholder Feedback
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Michael Bailit reported having had four conversations with stakeholder groups since the prior
Special Commission meeting. He noted that the focus of those meetings was to share with
stakeholders the eight strategy options the Commission had discussed and to solicit their
feedback. A complete review of the stakeholder feedback can be obtained by following this link:
http://www.mass.gov/?pagelD=eohhs2terminal &L =4&L 0=Home&L 1=Government&L 2=Specia
I+Commissions+and+Initiatives&L 3=Special+Commission+on+Provider+Price+Reform&sid=E
eohhs2&b=terminalcontent&f=dhcfp_government_price_reform_work_plan&csid=Eeohhs2#me

eting_6

I11. Presentation and Consideration of Five Options

Michael Bailit shared with the Commissioners a group of strategies. The development of the
strategy options was heavily informed by Commission meetings and stakeholder feedback.
Michael said that the five strategies either had broad- based support or there were a significant
number of Commissioners or stakeholders in support of the strategy. He noted that there were
very few strategies that garnered unanimous support.

The following is a list of the draft strategy options presented to the Commissioners. To view the
detail, please see the original presentation located here:

http://www.mass.gov/?pagelD=eohhs2terminal&L=4&L 0=Home&L 1=Government&l 2=Specia
I+Commissions+and+Initiatives&L 3=Special+Commission+on+Provider+Price+Reform&sid=E
eohhs2&b=terminalcontent&f=dhcfp_government price_reform_work_plan&csid=Eeohhs2#me

eting_6

1) Increase transparency related to price variation.

2) Continue oversight of competition in the healthcare system.

3) Evaluate the use and effect of products that increase consumer incentives to make cost-
effective healthcare decisions.

4) Research acceptable factors and unacceptable factors for variation, and then formally
consider such factors in contracting.

5) Incrementally reduce price variation over time to meet ‘benchmarks.’

1) Increase transparency related to price variation

Michael noted that this strategy had four components.

1) Insurers should increase consumer transparency through the publishing of real-time
expected out-of-pocket costs for the most common healthcare services.

2) Insurers should make available information that explains how providers are categorized
for tiered and select-network products.

3) Insurers should make available provider-specific price data for the most common referral
or prescribed services (including diagnostic testing).

4) The state should facilitate access to the All-Payer Claims Database to further analyze
price variation.
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After Michael reviewed the strategy and its four components, the Commissioners discussed this
strategy. At the close of the discussion, Michael summarized the Commissioner feedback and
noted that he had heard support for this strategy.

2) Continue oversight of competition in the healthcare system

Michael reviewed the second option to reduce provider price variation as the following: the
Attorney General should continue to monitor the reorganization of the healthcare system, and
take appropriate action to remedy anticompetitive dynamics in the healthcare market, including
excessive consolidation or collusion of providers or ACOs.

The Commissioners discussed this option and recommended that this strategy be discussed with
the Attorney General before it be made a final recommendation. Lynn Nicholas suggested that
oversight of competition should include payers and not just providers.

3) Evaluate the use and effect of products that increase consumer incentives to make cost-
effective healthcare decisions.

The third option presented called for the state to evaluate and publish reports on the impact of
Section 32 of Chapter 288 of the Acts of 2010, which requires health plans to offer tiered and
select network products to the individual and small group market. The analysis should assess the
techniques used by insurers to create networks for such products, and the extent to which they
consider provider clinical quality, quality of service, efficiency, price and any other variables.
The analysis should also include a review of the impact of such products on:

* cost, including premium trend;

e quality;

* enrollment volume and market share;

* financial impact on consumers, including financial impact for low-income populations

and patients with high medical expense;
* price variation, and
* changes in care-seeking behavior among patients.

A discussion of this strategy by the Commissioners followed Michael’s presentation. The
Commissioners were generally supportive of the option.

4) Research acceptable factors and unacceptable factors for variation, and then formally
consider such factors in contracting.

Michael began his explanation of this draft strategy option by noting that in the Special
Commission’s Principles for Provider Price Reform, the Special Commission agreed that some
variation in healthcare is acceptable. He then noted that this strategy would call for an
independent expert body to further specify acceptable and unacceptable factors for variation,
minimally considering the following:

* medical education;

* stand-by services and emergency services;
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* services provided by disproportionate share hospitals or other providers serving
underserved populations;

* research;

* care coordination;

* community-based services provided by allied health professionals;

* use of continued advancement of medical technology and pharmacology, and

e quality.

Michael explained that the independent expert body should quantify the maximum reasonable
adjustment for each acceptable factor. Carriers would then be required to make sure that
variation did not exceed that permitted by the acceptable factors.

5) Incrementally reduce price variation over time to meet ‘benchmarks.’

The fifth draft strategy option to reduce provider price variation was presented with the
following three components:

1) Insurers should be required to reduce provider price variation annually until variation
meets a ‘benchmark’ total variation set by the independent expert body. The
benchmark should represent the maximum reasonable variation, considering all
acceptable factors for variation.

2) Provider price variation should be considered in the context of all arrangements (e.g.,
fee-for-service, bundled payment and global payment) until the percentage of an
insurer’s business with a provider using alternative payment methods (e.g., global
payment) exceeds an appropriate threshold. Once the threshold is exceeded, the
requirement should apply only to alternative payment arrangements for providers
being paid principally by the insurer with alternative payment methods.

3) If a provider refuses to accept a rate within the range, then the automatic default rate
for that provider should be the insurer’s median price.

IV. Report Development and Written Recommendations
Michael concluded his presentation of the five strategies to reduce provider price variation and
said that he would take into consideration all of the Commissioner’s comments and begin to draft

a final report and recommendations for circulation prior to the last Commission meeting.

Secretary Gonzalez asked that all appointees attend the last meeting and stated that the goal of
the final Commission meeting is to present the recommendations for final approval.

Meeting was adjourned at 12:58
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Meeting Minutes
I.  Welcome

Secretary Gonzalez called the meeting to order at 9:15am. He began by stating that voting to
approve the prior meeting’s minutes would not happen because the minutes had not been
distributed to the Commissioners in a timely manner.

He then said that this meeting was the last meeting and thanked everyone for being productive
and positive in the process. He noted that the Commission’s charge was not easy and that there
were very different perspectives. He reported feeling very good about the process and hoped that
the Commissioners felt that way too.

Secretary Gonzalez noted the state has been extremely successful at implementing health care
reform to improve access to care and that now the state is steeped in the effort of addressing
costs, which continue to be a problem in Massachusetts and nationally. He said that health care
costs are a significant problem that is crushing businesses, state government and families. He
said that the state needs to take thoughtful steps to ensure everyone can have good access to care
at costs that are affordable. He then cited specific examples of the increase in health care
spending in Massachusetts and how that has impacted the state’s budget. He also cited a report
from the Blue Cross Blue Shield of Massachusetts Foundation that highlights that the public is
also concerned with the health care costs. He mentioned that the report found that 88 percent of
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people surveyed said that it “is very” or “somewhat important” that government take action on
cost containment. He said that cost containment was part of what this Commission was about.

Secretary Gonzalez then made an observation that the Commission was tasked at looking at
unjustified price variation as one factor in the rise of health care costs and said that there is a
need to change the way health care services are paid for in the state of Massachusetts. He said
that the Governor sees the way we deliver and pay for care as a top priority.

Secretary Gonzalez then discussed the process of the meeting. He said that the report in front of
the Commissioners was inclusive of the discussion heretofore involving both the Commissioners
and stakeholders. He stated that he would call for a series of votes on the report, the first of
which being a vote on the entire report exclusive of the six recommendations. The remaining
votes would be on each recommendation individually. He noted that he would like discussion on
each of the recommendations and would accept technical edits to the report. He said that to the
extent a Commissioner had greater objections to the recommendations, he or she should state
them during the discussion and that their concerns would be reflected in the minutes of the
meeting, which will be part of the final report.

He noted that the Commissioners would have a chance to review the final report inclusive of any
technical edits that were suggested and of the meeting minutes.

Secretary Gonzalez noted that motions to approve each of the sections of the report should also
grant authorization for the co-chairs to make technical edits before finalizing the report. He
noted that there were a handful of technical edits he would like to make and would announce
each of those as they arose in the discussion of the recommendations. He asked that the
Commissioners submit to him any additional technical edits identified after the meeting and to
do so by the end of the week.

* Gene Lindsey asked if the Commission members would have an opportunity to submit
additional items into the Appendix.

* Secretary Gonzalez said there would be two more opportunities to provide input. The
first opportunity was through providing technical amendments by the end of the week
and the other was to review the minutes of the meeting. He said that he did not want
additional materials or letters to be submitted for inclusion in the report.

I1. Discussion and Vote on Report

Secretary Gonzalez said he was willing to accept a motion to approve the body of the report,
exclusive of the recommendations, but inclusive of the appendix while reserving the right to
make any necessary technical edits before finalizing the report.

Senator Moore made a motion to approve the body of the report and Lynn Nicholas provided a
second to the motion.

There was no discussion and the body of the report was approved unanimously.
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I11. Discussion and Vote on Recommendations

Recommendation #1: Act upon the recommendations of the Special Commission on the Health
Care Payment System to address the inflationary effects of price and volume.

Secretary Gonzalez said he was willing to accept a motion on the first recommendation of the
Commission while reserving the right to make any necessary technical edits before finalizing the
report.

Senator Moore made a motion to approve the first recommendation and Representative Walsh
provided a second to the motion.

The Secretary then opened the floor for discussion.

* Eric Linzer expressed his wish to make a technical change to the recommendation by
inserting “alternative payment models” in place of “global payment models.”

* Secretary Gonzalez thanked Eric Linzer for raising his point said he believed that the
recommendation was a worthy of a technical amendment.

* Lynn Nicholas voiced her support for the technical amendment.

* Representative Walsh expressed his view that global payments and alternative payments
may not be the same. He gave the example that if an efficient fee-for-service model was
to be considered alternative, he would not agree with the recommendation.

» Secretary Gonzalez replied that he did not view fee-for-service in the same light as
alternative payments, but he asked the Commissioners to confirm that they agreed.

* Lynn Nicolas noted that under most global payment arrangements, fee-for-service is the
underlying payment mechanism.

* Representative Walsh asked that the language be changed to “global payment or other
alternative payment methodology.”

* Eric Linzer said that MAHP did not consider fee-for-service payment to be an alternative
approach.

* Secretary Gonzalez said that he understood the point and would make technical edits
accordingly.

There was no further discussion and the recommendation was unanimously approved.
Recommendation #2: Increase transparency related to price variation

Secretary Gonzalez said he was willing to accept a motion on the second recommendation of the
Commission while reserving the right to make any necessary technical edits before finalizing the

report.

Senator Moore made a motion to approve the second recommendation and Representative Walsh
provided a second to the motion.

The Secretary then opened the floor for discussion.

* Dolores Mitchell wanted it known for the record that the language in the first bullet of
recommendation #2 “[l]arge health insurance purchasers, such as large employers, would
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also benefit from having access to such information” should be moved up in the
paragraph. She said the language was fine, but the placement in the paragraph suggested
that consideration of large employers was an after-thought.

» Secretary Gonzalez said that it could be submitted as a technical amendment to be
reviewed by the co-chairs.

* Patrick Gilligan remarked that he was very supportive of transparency efforts. He did
note that there were some concerns he would like known relative to implementation.

0 He said that the requirement to have quality information provided real-time did
not link up with the sentiment of having real-time information regarding
deductibles. He thought that having quality provided real-time by insurers was
out of place.

o Patrick went on to say that it was important that the Commissioners understand
the administrative burden of implementing this recommendation and suggested
that timeline be established with enough lead time to allow payers to implement
this recommendation.

0 Lastly, he said that he was supportive of transparency efforts for tiered networks,
but was not sure how this information could be included on a website or of how it
could be regulated.

* Secretary Gonzalez said that he recognized that payers may have a challenge with the
reporting requirements found in this recommendation and was supportive of adding
specific language around a timeline that recognized the work that will be necessary to
provide the specified information.

* Senator Moore said he would be supportive so long as it did not give payers an unlimited
amount of time.

* Eric Linzer concurred with Patrick Gilligan and noted that MAHP was supportive of
transparency efforts. He had two comments relative to this recommendation.

o First, he noted that there was a reference to global payments in absence of a
reference to alternative payments. He suggested that where in the report the term
global payments was used, that “or other alternative payment arrangement” be
used as well.

o Secondly, he wanted to make clear for the record that where possible, the
resources of the HCQCC should be leveraged to help meet this recommendation.

* Senator Moore said he was supportive of reference to the HCQCC.

* Representative Walsh noted that in this recommendation the word “insurer” was used.
He said that when he thinks of “insurer,” he is thinking “payer.” He suggested that when
a provider becomes an ACO, they should be required to report the same thing.

» Secretary Gonzalez agreed that transparency requirements should apply to ACOs as well
as insurers and payers. He went on to say that Eric Linzer’s point about adding “or other
alternative payment arrangements” was a technical edit that would be made throughout
the report.

* Dolores Mitchell said that it appeared as if the patient / consumer was omitted from this
recommendation and wondered if that omission was purposeful.

* Michael Bailit replied by saying yes, because there were other existing and newly
proposed transparency vehicles for consumers and that the Special Commission members
had specifically targeted parts of this recommendation at providers and purchasers.
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* Dr. Chandra said that he supported this recommendation but wanted it to be known that
consumer protection was necessary when giving real-time information on out-of-pocket
costs to consumers. He suggested that there should be a way for the website to record the
quote that was given to the patient at least for a year, so that consumers don’t get into the
situation where they are using the website but then receive services that cost more than
anticipated.

* Dolores Mitchell responded by noting that what is reported online are simply estimates of
what it might cost. She said that unexpected procedural complications and events can
occur in a hospital and to be charged more in such an event is not fraud nor unfair.

* Eric Linzer added that contract terms might change in the course of the year and that
depending on when a consumer reviewed the website versus the time they received
services, the price may change.

* Dr. Chandra said that in that case, the website would not be helpful, as patients could not
rely upon it.

* Representative Walsh said that the recommendation was for real-time information. He
said consumer protection should be a purpose of this website and that real-time costs
should be available.

* Secretary Gonzalez said that the obvious intent and goal was to provide consumers with
more information and that it should be implemented to the greatest extent possible.

There was no further discussion and the recommendation was unanimously approved.
Recommendation #3: Ensure competitive market behavior

Secretary Gonzalez said he was willing to accept a motion on the third recommendation of the
Commission while reserving the right to make any necessary technical edits before finalizing the
report.

Senator Moore made a motion to approve the third recommendation and Representative Walsh
provided a second to the motion.

Secretary Gonzalez shared with the Commissioners that he reviewed this recommendation with
the Attorney General and that she was generally supportive of it, but did raise the point that there
is a difference between regulating anti-trust actions versus anti-competitive behavior. Secretary
Gonzalez noted that the Attorney General wanted it to be known that it was possible she may
need additional tools and resources and that the oversight of certain anti-competitive behaviors
may be better addressed by other agencies.

The Secretary then opened the floor for discussion.

* Lynn Nicholas noted that she was generally supportive of this recommendation. She
offered a technical edit suggestion by asking that instead of the recommendation being
provider-focused, that it be focused on the health care marketplace as a whole. She noted
that payer consolidation far exceed that of provider consolidation.

* Secretary Gonzalez said that making it provider-focused was an oversight in drafting and
added that he believed that there was consensus on this point.
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* Patrick Gilligan replied and said that he was unclear of what Lynn Nicholas was
recommending and asked that she articulate what specific remedy she was suggesting.

* Lynn Nicholas noted that there are behaviors on both the payer and provider side that
needed to be corrected.

» Secretary Gonzalez noted that it was a technical amendment and that there was no
objection to that particular reference to oversight.

* Patrick Gilligan asked if that amendment was particular to subsection A of the
recommendation.

* Lynn Nicholas replied yes.

* Eric Linzer said that MAHP would not view the same technical amendment to subsection
B as being acceptable.

* Lynn Nicholas disagreed and said that non-competitive provider contracting practices
comes in a lot varieties including in proposed consolidation on the payer side. She said it
would be fair to look at the entire marketplace.

* Secretary Gonzalez said to Eric Linzer that this error was an oversight in drafting.

* Eric Linzer replied by saying that he did not view this technical amendment as such and
asked where in Section A would there be a reference to health plans.

» Secretary Gonzalez replied by saying in the heading of Subsection A he would strike the
word “provider” so that the text would read “prioritize oversight of competition in the
health care market.” He then said in the second paragraph, he would again strike the
word “provider” and “ACOs” so the text read: “[a]s the Commonwealth moves to
payment and delivery reform the attorney general should also review and monitor
consolidation and remedy any anti-competitive behavior.”

* Lynn Nicholas said that this was all she was proposing.

* Eric Linzer said he disagreed with the proposed edit.

* With respect to subsection B, Lynn Nicholas provided an example of the South Coast
Hospital System, which she described as one provider with three hospital campuses that
contracts as one. She said it would be unfair for a system like that to get caught up in
technical issues because of this recommendation and implementation of this
recommendation needed to be sensitive to such situations.

* Patrick Gilligan replied that the hospital system was not always contracting as one entity.
He went on to say that if this proposal is implemented, it should be reviewed to determine
whether other not providers with multiple physical locations should be considered one
entity or not.

* Lynn Nicholas noted that in the 4.5 years she had been with MHA, South Coast had
always been one licensed provider.

* Dolores Mitchell said that the Commission did not have this discussion. She noted that in
Oregon, the state does not permit institutions with separate physician locations to be
licensed as one. She said that since the Commission had not discussed this point, that it
would not be fair to put those recommendations into the report.

* Lynn Nicholas said the Department of Health should consider how they license entities in
the future.

» Secretary Gonzalez said that the draft is clear about this recommendation and how we
address this issue.

* Dolores Mitchell asked for clarification on what is meant by “it may be necessary to
specify provider networks in contract.”
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Secretary Gonzalez said that it was an acknowledgement that in a move to ACOs, it will
be necessary to be specific on where care is given.

Dolores Mitchell said “specify” means “identify.”

Secretary Gonzalez confirmed this understanding.

Gene Lindsey noted that in the recent consolidation of Fallon and Atrius there was
concern about Eastern MA rates being transferred to Western MA. He noted this
recommendation specifically stated that that practice cannot happen.

Patrick Gilligan agreed with Gene Lindsey and noted that the last sentence of the
recommendation was not clear to him. He said that was not clear that the recommended
prohibitions not be applied to global or alternative payment arrangements. He said that
instead of the term “should not apply” that the term “may not apply” be used instead.
Secretary Gonzalez said that unless there were objections to this, he would view Patrick
Gilligan’s suggestion as a technical amendment and that the point was that prohibition
should be reconsidered in the new payment world.

Eric Linzer reiterated what Patrick Gilligan had said and noted that the last sentence was
intended to look at the marketplace in the future to see if these prohibitions made sense.
Patrick Gilligan said that he did believe that the Commission was missing the opportunity
to improve market behavior with respect to tiering. He noted that in Chapter 288 there is
an opt-out provision for providers that will make it difficult for payers to introduce new
tiered products. He asked that it be noted that he preferred to have a recommendation
that would not allow providers to opt out.

There was no further discussion and the recommendation was unanimously approved.

Recommendation # 4: Evaluate the use and effect of products that increase consumer incentives
to make cost-effective health care decisions.

Secretary Gonzalez said he was willing to accept a motion on the fourth recommendation of the
Commission while reserving the right to make any necessary technical edits before finalizing the

report.

Senator Moore made a motion to approve the fourth recommendation and Lynn Nicolas provided
a second to the motion.

The Secretary then opened the floor for discussion.

Eric Linzer noted that one item missing from the review of the impact of products was
geographic or regional differences. He suggested that regional differences be
considered.

Secretary Gonzalez suggested that “location” should be considered in the list of factors.
Representative Walsh noted that Chapter 288 made a major impact in the use of select
and tiered network products and that the original recommendation was that tiered
network products be 15 percent less expensive than commercial products, but that there
was a compromise to make them12 percent less expensive. He expressed hope that with
this evaluation, it would be possible to move tiered network products to be 20 percent
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less expensive or by even a larger percentage. He reiterated that Chapter 288 was the
single largest move to help with disparities.

Eric Linzer said that if plans were to offer products that were more than 12 percent less
expensive than an acknowledgement would need to be made that in order to reach those
reductions that a health plan had to exclude certain providers. He noted that getting to
12 percent was challenging enough and recognized that increasing that differential would
be beneficial to employers and consumers.

Senator Moore noted that the payer community was also slow to participate in this fully
and cooperatively and the issue was not just provider behavior. He said other parts of the
community are dragging their feet, citing the lack of insurer participation in the
Connector’s Business Express program.

Eric Linzer said that the scope of the Commission was to talk about provider price
variation and not in which markets insurers chose to operate.

Senator Moore said the legislature would deal with that issue later.

Secretary Gonzalez asked to let the record reflect the comments and noted that the
recommendation was to review the impact of Chapter 288 requirements on tiered
networks to understand what impact they had on the market.

There was no further discussion and the recommendation was unanimously approved.

Recommendation #5: Research acceptable and unacceptable factors for variation and then
determine how they could be applied to reduce unacceptable variation in provider prices.

Secretary Gonzalez said he was willing to accept a motion on the fifth recommendation of the
Commission while reserving the right to make any necessary technical edits before finalizing the

report.

Senator Moore made a motion to approve fifth recommendation and Representative Walsh
provided a second to the motion.

The Secretary then opened the floor for discussion.

Dolores Mitchell asked how would the independent body be selected and whether it
would be appointed or whether the members of the body would be state employees or
compensated in any way. She asked how this would be handled.

Secretary Gonzalez said that the Commission would not make those decisions. He asked
Dolores that if she had a view on this that she could voice it and would be reflected in the
minutes. He noted that some details are left to be worked out.

Gene Lindsey asked that the following technical change be made: the last sentence of the
first paragraph which read “market power and advertising expenditures are among the
unacceptable factors” should be changed to read as “market power and advertising
expenditure may be among the unacceptable factors.” He noted that it’s quite possible
that marketing may be a mechanism for providers who do not have large market share
and may need marketing as a tool to be more competitive. He said that making a
definitive statement of “are” as opposed to “may” was not in line with the spirit of this
recommendation.
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* Lynn Nicolas said that she agreed. She suggested that examples not be given and that the
recommendation simply say there are acceptable and unacceptable factors. She said that
a practical example would be the advertising of preventative services.

* Secretary Gonzalez said that the Commission was not equipped to make decisions
regarding what were and were not acceptable factors and was asking an expert body to do
so and said he would therefore accept this recommendation as a technical amendment.
He suggested striking the second and third sentences of the first paragraph and adding
quality, stand-by services, care coordination, community-based services, market power
and advertising expenditures into the list of what should be studied.

* Dolores Mitchell said she was troubled by that recommendation. She said that in the
PPACA, payers were held to a medical-loss ratio and providers should be held to the
same standard.

* Secretary Gonzalez said that he did not disagree, but that the expert body should handle
this question.

* Lynn Nicholas said that the Commission shouldn’t make the decision of what is and what
IS not acceptable.

* Patrick Gilligan said he did not object to the technical amendment, but did note that what
was drafted was reflective of the discussion during the Commission meetings. He said
that these recommendations should be reflective of the discussion during the Commission
meetings.

* Senator Moore suggested that rather than striking out quality, include it to reflect that it
was the Commission’s recommendation state that quality be a priority concern.

* Lynn Nicholas said that she agreed with Senator Moore’s comment.

* Lynn Nicholas went on to say that she would like behavioral health added to the bullets
that discussed special services. She said that behavioral health is an important issue in
the state and that it should be specifically addressed.

* Representative Walsh said that he did not think that this particular recommendation
represented a fine moment for this Commission. He said that the Commission was tasked
to do this work and now it was being left up to someone else. To suggest that another
Commission was needed to study this issue was problematic. He stated that the Governor
thinks we’re in a crisis mode and he agreed. He added that it was going to be hard to
accommodate the request to have another Commission while plans and providers waited
to do anything until the additional Commission came out with recommendations. He said
that the work needed to happen right away. He expressed concern that this
recommendation could prove to be a “poison pill” and that this recommendation would
not allow the Governor, Senator Moore or the Representative to do the work necessary to
contain costs.

* Secretary Gonzalez assured Representative Walsh that no one felt more urgency than the
Governor and the Administration and those people around the table and in the room. He
said that he did not view this recommendation as a delay tactic, but rather a recognition
that the particular exercise of reducing price variation was extremely complex and that
this recommendation was part of a number of strategies to reduce price variation. He
noted that there were other short-term remedies within this report that would have an
immediate impact on cost containment.

* Senator Moore said he did not view this recommendation as recommending another
Commission.
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* Dolores Mitchell noted that there was a minor omission in the minority membership of
the independent body and requested that purchasers be added to the group.

* Lynn Nicholas said she supported Dolores’s recommendation. She then said this
independent body would perform important work that would lead to changes in the
future. She said she would prefer to leave recommendations of the expert body vis a vis
adjustments made to an insurer’s median rate be left open. She said that it was important
to quantify and determine how adjustments should be made and that the expert body may
have other innovative recommendations that it should be allowed to suggest.

* Eric Linzer said that he viewed Lynn’s suggestion as a substantive change, not a
technical change. He said that just because the expert body was going to look at factors
and determine what the median rate was didn’t mean the provider would get that, but it
would help set a benchmark.

* Eric Linzer went on to say that the elements addressed in this recommendation should all
be stand-alone factors and should not be cross-subsidizing each other. He said that if a
provider performed well on one factor and not another, that payers should not be making
up the difference.

» Secretary Gonzalez reacting to Lynn Nicholas’ comments said that the expert body had
the flexibility to recommend implementation. He then noted that he intended to make
technical edits including changing “are” to “may be” and adding purchasers to the list of
membership on the independent body.

There was no further discussion and the recommendation was unanimously approved.

Recommendation #6: Incrementally reduce unjustifiable price variation over time to meet
benchmarks.

Secretary Gonzalez said he was willing to accept a motion on the sixth recommendation of the
Commission while reserving the right to make any necessary technical edits before finalizing the
report.

Senator Moore made a motion to approve the sixth recommendation and Representative Walsh
provided a second to the motion.

Secretary Gonzalez discussed the recommendation and wanted to clarify that the second-to-last
paragraph, as written, was confusing and would require editing. He noted that he intended to
make a technical edit to the paragraph to make it clear that the recommendation was to apply
only to fee-for-service arrangements. He said this recommendation would not apply to payers
and providers who were contracting with global payment arrangements.

The Secretary then opened the floor for discussion.
* Eric Linzer asked why the first part of this recommendation would apply to global and
alternative payment arrangements and not the second part of the recommendation.
* Secretary Gonzalez said that benchmarking will be done, but that the second part of this
recommendation, as intended to be implemented, was very specific to fees for particular
services.

10
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* Eric Linzer expressed the concern that market clout, price disparities and price variation
exist under fee-for-service arrangements and global or alternative payment arrangements
and was concerned that recommendation six would only apply to fee-for-service
arrangements. He viewed this as a missed opportunity.

* Secretary Gonzalez said that it was generally inconsistent that if talking about measuring
total medical expense, then there was no practical way to create benchmarks in bundled
or global payment arrangements. He said the Commission had talked about the need to
view this in the context of TME and in order to make this recommendation clearer and
internally consistent, he intended to make the technical edit that would limit this
recommendation to fee-for-service.

* Patrick Gilligan said he understood the Secretary’s point, but that the technical edit, as
proposed, changed the intent of the recommendation. He had understood this
recommendation to apply to global and alternative payments arrangements. He said that
the recommendation could refer to the range of services or specific contracts. He said
that he did not see the same internal conflict within the recommendation that the
Secretary had mentioned.

* Eric Linzer reiterated his comment. He said that from his standpoint, restricting the
recommendation to fee-for-service rates was a major change that made it difficult for
MAHP to support this recommendation. He said the earlier drafts that had been
circulated indicated that this recommendation would apply to all payers in all payment
arrangements. He then asked the Secretary for a few minutes to confer with his
colleagues before the call for a vote.

* Secretary Gonzalez apologized for the draft recommendation being poorly written and
said that it should have been written so that it did not apply to all payment arrangements.
He said that it was not the intent. He did say that the first part of the recommendation
was a strategy intended to address price variation in all types of arrangements and the
second part of the strategy could only technically apply to fee-for-service arrangements.
The Secretary expressed his willingness to allow the Commission to recess for a few
minutes for Commissioners to confer with their colleagues.

e Commissioner Boros reminded the Commissioners of the first recommendation and its
use of milestones to rack the impact of efforts to implement global payment and reduce
related cost growth.

* Eric Linzer said this recommendation harkened back to the Special Commission on
Payment Reform where some independent entity set benchmarks. He said that this
Special Commission made a clear step to provide a method to transition toward
alternative payment arrangements, but with the clear expectation that costs still needed to
be under control. He said that if a part of this recommendation only applied to fee-for-
service, then when payers and providers move to global or alternative payment
arrangements all “bets would be off.” He went on to say that in the prior drafts, in the
conversation at Commission meetings and in the research and data that was presented
that it was clear this type of recommendation needed to apply to all payment
arrangements.

* Lynn Nicolas said she agreed with the Secretary’s interpretation of this recommendation
and added that the second paragraph was highly prescriptive. She said that global and
alternative payment arrangements are adjusted for a variety of considerations including
for acuity. She said that the proposed remedy cannot technically be applied to global and
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alternative payment arrangements. She said that the Commission should be looking at
extreme payment deviations and that she agreed with Commissioner Boros that extreme
payment deviations were addressed in the first part of this recommendation. She said she
was supportive of the technical amendment.

* Gene Lindsey said that he could see both sides. He said that he was not advocating for an
“out” for global payment arrangements, but that if global payments cannot lower TME
than they should stay under the same scrutiny as fee-for-service. He said that technical
language could be amended to reflect that point.

* Secretary Gonzalez reiterated that the technical amendment would be drafted to say
something to reflect that the recommendation process would only work in fee-for-service,
but that to the extent alternative payments can viewed in the perspective of total medical
expense that the recommendation would apply to those arrangements as well.

* Dr. Chandra agreed with Gene Lindsey. He said the second paragraph would be hard to
implement with global payment.

* Secretary Gonzalez said that it would be impossible.

* Dr. Chandra said that provider group might start to offer a product which other provider
groups may not offer and it would be hard to do a comparison. He understood Eric’s
point and as written, to the extent there are pricing anomalies related to market clout,
those anomalies will creep back into alternative payment arrangements.

* Eric Linzer said the recommendation needed to deal with alternative payment models
being part of the benchmark and that the suggested technical edit was a substantive
change with which he was not comfortable.

» Patrick Gilligan replied that he appreciated the nature of the correction, but disagreed that
the proposed methodology would not apply to global payment arrangements. He said
that in fee-for-service arrangements, payers make adjustments and there are technical
ways to calculate a median TME. He said that the TME reported to DHCFP can be
adjusted for health status and age and that those adjustments could be applied to global
payment arrangements. He reminded the group that fee-for-service was the underlying
payment mechanism to alternative payment arrangements and cautioned the group that
fee-for-service will still need to be considered during the transition from it being the
primary payment method. He closed his statement by noting that he too had thought this
recommendation would apply to global payments.

* Representative Walsh noted that in the reports of many, including the Attorney General’s
report, the only flaw with global payment models is that they are built on fee-for-service
payments. He said that he didn’t see a problem with the technical edit including
alternative payment arrangements as defined by the state.

* Secretary Gonzalez thought that the discussion was productive and legitimate points were
being made. He noted that everyone is concerned about unjustified price variation being
baked into global payments. He proposed a technical amendment to clarify the language
so that it included fee-for-service and to the extent possible and appropriate, it be applied
to global and alternative payment arrangements.

* Dr. Chandra asked if the Secretary intended on removing the language about appropriate
thresholds.

» Secretary Gonzalez replied that he would strike the third paragraph completely.

* Patrick Gilligan said he would benefit from comments from the Commissioners before a
recess was granted. He noted that the group had focused heavily on variation and were
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looking for something substantive to recommend. He said he appreciated the spirit and
intent of the recommendation. He said he could envision the recommendation to be
implemented in conjunction with principle seven (Any strategy to reduce the variation in
provider prices should be adjusted responsibly, and changes should be continually
evaluated for intended and unintended consequences). He said that the intention of a
provider appealing their rate based on quality sounded good and made sense, but quality
could be politicized. He recommended that quality measures be evidence-based, perhaps
NQF-endorsed, and that experts should be reviewing the appeals as opposed to DHCFP
staff, especially if DHCFP was going to be in a position to grant rates above that to which
the plan agreed.

» Secretary Gonzalez clarified that DHCFP would not make the decision, but rather an
independent panel would make the decisions.

* Patrick Gilligan pointed out that in the recommendation there was a sentence stating that
the panel would be staffed by DHCFP. He recommended adding the word “independent”
in front of every instance of the word “panel.” He said that it needed to be implemented
in a way that the Division of Insurance would understand that third parties may be
making decisions on the plan’s behalf.

o Patrick Gilligan went on to say that the title of the recommendation was labeled as
reducing price variation over time to meet benchmarks. He said that benchmarks
were not part of the revised form of this recommendation and offered a technical
recommendation to remove “benchmarks.”

o Lastly, Patrick said that it was important that no exemptions be allowed. To do so
would gut the entire recommendation.

» Secretary Gonzalez agreed that “independent” should be added to every instance of
“panel” and agreed to reword the title to make it more accurate in its description.

* Dolores Mitchell asked if the independent body in Recommendation Five was the same
as the panel in Recommendation Six.

* Secretary Gonzalez said that it was not necessarily so, but that it wouldn’t preclude that
from being so. He asked Dolores Mitchell to voice her opinion.

* Dolores Mitchell did not voice her opinion on the panels but did ask why the
recommendation, unlike the prior one, was singling quality out as the only reason to
justify a higher price; there may be other reasons.

* Senator Moore said that quality is never redundant.

* Secretary Gonzalez said that the recommendation was meant to be implemented in the
short term. He admitted it was not perfect and that the fifth recommendation would take
some time to sort out. He said that this was an attempt to ensure that at least on quality,
prices be more closely correlated.

* Lynn Nicolas said that “providers” should mean all providers and not exclusively
hospitals. She said that there are a great deal of costs that are not hospital-based, a point
which is largely ignored. She said that the reference to providers should truly mean all
providers, including highly paid physician groups and procedural providers.

* Gene Lindsey said it was clear that all Commissioners viewed the recommendation
through different lenses. He said that from a physician’s perspective, quality should be
disconnected from price. He noted that in one study, high price was correlated with
lower quality.
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o Secondly, he said that the Commonwealth was in pain and that the state needed
some relief — that relief being a cost structure that was sustainable and no longer a
detriment to the citizens of the Commonwealth. He noted that the cost of care
was impairing access, even in the context of global payments.

0 He said that he liked the first part of Recommendation Six because it gave parties
a reasonable mechanism to resolve many of the issues that can come and will give
parties an opportunity to present their case.

0 He said he could argue that the details of mechanisms to reduce variation were a
bit too prescriptive, but that if facts were presented to an independent panel and
that panel had the best interests of the state in mind, then providers and payers
would deal with the results. Overall, he said this recommendation was good and
remarkably close.

0 He did add that he would like to see a modification that would give the panel a
little more flexibility to allow for negotiation between the payer and the provider.

0 He concluded by saying that the intent of the recommendation was correct and he
would strongly support and approve this recommendation so that more
substantive discussion on reducing costs can happen in the Legislature.

* Eric Linzer asked for a recess to confer with his colleagues.

* Secretary Gonzalez clarified that his technical change would get rid of the third
paragraph in the recommendation and include something to convey that this
recommendation would apply to fee-for-service and to the extent technically possible and
appropriate, to global and alternative payment arrangements with a reference to the first
part of the recommendation.

* Secretary Gonzalez said he would accept a motion to recess if there were no other
comments.

* Lynn Nicholas asked for permission to express her concerns about this recommendation
prior to a vote on recess. She said that MHA would oppose this recommendation and
summarized her stated reasons as follows:

o0 First, she said that the recommendation did not allow the market to make this
work. She noted that the market had heighted scrutiny, transparency and
expectations. She said that all of the remedies were based on data that were old.

o Secondly, she said that recommended intervention preceded analysis of the
reasons of variation. She said that it presumed that all variation was inherently
bad. She said that she was interested in hearing what experts have to say about
variation before any changes are made.

o Thirdly, she said that this recommendation was administratively complex and
would always be fraught with technical issues that would have unintended
consequences. She said that government has limited resources and that the
government should focus on how Medicaid pays. She said government should
foster delivery system reform and enable payment reform, but not by putting
together a highly prescriptive overlay on a system from which the market is
moving away.

0 Her fourth point was that quality should be the number one factor, but perhaps not
the only factor for reasons for price variation.

o Her fifth concern was that this recommendation gave health plans too much
influence. She said it put “the cart before the horse” and that it gave health plans
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tremendous influence. She said that if a provider offered a rate that exceeded the
median then a payer could take the provider to the panel. She said the
recommendation did not address the low-end providers who have high
government pay.

0 She concluded by saying that variation does exist in the market and some level of
that is unacceptable, but the market should address the problem and we should do
more analysis.

Secretary Gonzalez said that the Commission had been presented with a lot of data and
that there is some level of unjustified variation. He said that from his perspective, the
recommendation does not conclude, as Lynn suggested, that all variation is bad. He said
that this recommendation provided a process for a provider to make a case that higher
prices are justified. He said that it also gave lower-paid providers some leverage. He
said if providers believed their level of pay was below where it should be, then they could
make their case in a way they don’t currently have today.

Lynn Nicolas replied by saying that in the first part of this recommendation, it referred
only to the appeal process for when a provider exceeded the market-based median. She
said that it did not refer to the inverse where a lower paid provider would benefit.
Secretary Gonzalez replied and said to be clear, lower paid providers could benefit from
this appeal process.

The Secretary then asked for a motion to recess and Lynn moved.

Patrick Gilligan said that he would benefit from hearing Dr. Chandra’s comments prior to
recess and asked Dr. Chandra to share his opinion.

Dr. Chandra shared his opinion that the decisions will be left to the independent panel
and will rely heavily on the expertise of the members. He felt that the largest unknown in
this recommendation was who will make up the panel. He wondered if quality experts
would be appointed.

0 He went onto say that he struggled with this recommendation in how it was
written to focus on fee-for-service payment models. He said that if the
Commission targets fee-for-service prices, then fee-for-service volume can
increase. He then noted that fee-for-service will be eliminated in a few years and
so this recommendation may not be sufficient.

0 He then said that he welcomed price variation and that he would even be open to
welcoming more price variation so long as it reflected quality and liked that some
group of experts would be able to decide whether price variation reflected quality
if providers cannot reasonably demonstrate to health plans whether higher prices
are reflective of quality.

0 He concluded by saying that perhaps Massachusetts could lead in creating new
and better quality metrics.

Secretary Gonzalez asked for motion to recess for three minutes and Gene Lindsey made
such a motion.

The Commission broke for recess.

Upon on the reconvening of the Commission, Secretary Gonzalez clarified that Recommendation
Six would be modified as follows:

0 the title would be changed,;
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o all references to “panel” would be replaced with “independent panel,” and

o paragraph three would be stricken and replaced with a paragraph that stated that the
recommendation was for fee-for-service arrangements and to the extent possible and
appropriate, be applied to global or other alternative payment arrangements, with a
reference to the beginning part of the recommendation.

* Dr. Chandra said that he supported the technical amendment and wanted to clarify that he
believed the second paragraph would also need to change so that it was not so fee-for-
service-focused. He said he agreed with Patrick Gilligan’s concerns that some of this
recommendation could be implemented in a global payment world, but that language
would need to be finessed to make that point clear.

» Secretary Gonzalez said that Dr. Chandra’s point was exactly the point that had been
debated during this meeting. He said for the Commission to rework this language here
and now would be hard, if not impossible. He said the third paragraph was intended to
deal with global payments and that the technical amendment he just described was
intended to make the point that the process for reducing price variation could be revised
for other payment arrangements.

* Eric Linzer asked to articulate a few points about this recommendation prior to the vote.
He said that an important piece of this recommendation was the reporting and studying.
He disagreed with the concerns that the recommendation was heavy handed and noted
that in the second paragraph of Recommendation Six, the language gave plans and
providers the opportunity to figure this out on their own. He said the second paragraph
told plans and providers where the guideposts were and established boundaries, but that
if the market itself cannot figure it out, the independent panel was there to help with the
process.

0 He expressed the concern that the recommendations not be made only on fee-for-
service payments. He said to make this right he would encourage the text to
change so that it would apply to global payments and other alternative
arrangements.

0 He said his hope for the Commission was for it to have been strong on
recommendations, to deal with the problem of provider price variation and
provide short-term relief for small employers and families. He said that the focus
had only been on plans. He said that at some point, it would be crucial to get to
the point the Attorney General made and that was the problem of market clout.
He said it is important for the government to have short-term statutory authority
to help make the market place operate in the way it should.

0 He concluded by saying that he would like to see a technical amendment that
refers to all payment arrangements being held accountable to this
recommendation and to the extent there are concerns that all payment
arrangements cannot be, then a process needed to be developed to handle
alternative payment arrangements.

* Representative Walsh said that he was sensitive to Eric Linzer’s concerns, but also noted
that most of the market is still on fee-for-service and that the Secretary’s technical edit,
as suggested, would apply to the majority of the market.
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* Eric Linzer replied and said that he had concerns because there are news reports of
certain plans and provider re-contracting into alternative payment methods and that “to
the extent possible” is not appropriate language for this recommendation.

* Representative Walsh asked Eric Linzer what he thought “to the extent possible” meant.

* Secretary Gonzalez said the only way this process or a similar process would also apply
to an alternative payment arrangements would be when it was only technically possible.

* Representative Walsh noted that Eric Linzer and Secretary Gonzalez were in agreement.

* Eric Linzer replied by saying that he would like to see a technical amendment that would
state that a process would be developed for fee-for-service payment arrangements and
alternative payment arrangements, without language suggesting that it could be
impossible. He noted that DHCFP presented the Commission with reports that said
unless something is done, market clout will creep into global payment arrangements. He
said that a statement needs to come out of this Commission that says these
recommendations will apply to fee-for-service and alternative payment arrangements.

* Gene Lindsey said that as a health care executive he was concerned that the Commission
was solving a problem that exists right now, but not the one that will occur next year.
He said that market power now distorts the market, but it could also undercut the market.
He gave the example of health plans selling products at less than the expected medical
loss ratio which provided immediate benefit to some people, but could have a deleterious
effect on the long term.

0 Gene Lindsey reiterated that how the independent panel was composed was
important and that those experts needed to be able to defend quality and the
concept of a fair market across all products.

0 He agreed with Eric’s concerns and went on to say that he assumed the panel in
Recommendation Five was the same of that in Recommendation Six. He liked
that Amitabh Chandra focused on that panel too and said that providers would
have more confidence in this process if they believed that their appeals to quality
were heard by panel experts that believed in the Institute for Health Care
Improvement’s Triple Aim.

0 He then referenced his prior example by saying that with a goal to have high
quality and low costs a low cost product could undermine the care of individuals.
He said that the Commission trusts a panel made up of unknowns and that he was
willing to take the leap to instill trust in the panel.

0 He concluded by saying everyone believed that change needed to happen, but no
one wanted to be the one to change. He said everyone had something to risk and
that tension created a nice balance.

* Commissioner Boros asked to follow-up on the possibility to measure TME in global
payment arrangements. He said that the DHCFP believed it was possible to measure
TME and variation in global payment, but maybe not for every single arrangement,
which was why he supported the language “to the extent possible” with a reference back
to the first part of Recommendation Six.

* Representative Walsh said he believed if a plan and provider would enter into an
agreement to usurp the spirit of this recommendation that the panel would have a
problem with that behavior. He wondered if the Commission could move beyond this
discussion and replace “to the extent possible” with “as determined by the panel.”
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Secretary Gonzalez said he believed there was a lot more meaning being read into the
words that he intended and suggested a technical edit be written that would recommend
the process for fee-for-service and that a similar process should be applied to global or
other alternative payment arrangements.

Eric Linzer said he could agree with the Secretary’s proposal.

Lynn Nicolas had one final point to make and that was that she believed the Commission
had wrongly focused on private payer disparity. She said that providers who are highly
dependent upon government pay are short-changed and that everyone understands cost-
shifting and no one denies that cost shifting happens. She said that there was no
recognition of that in this report and that she wanted it to be known that adequate
payment by government could reduce provider price variation.

Secretary Gonzalez reminded Lynn Nicholas that the Commission had been presented
with an analysis that showed no direct correlation between payer type and price
variation. He said that her comments could be reflected in the minutes of this meeting
and that her constituents voiced that concern, which will be reflected in the stakeholder
feedback section of the report.

Patrick Gilligan said that he appreciated the Secretary’s language to develop a similar
process for global and alternative payments. He wanted to articulate that his prior
concerns about implementation relative to fee-for-service applied to global and
alternative payments.

Eric Linzer thanked the Secretary and the Commissioners for having a healthy discussion
about this and wanted to make it known that he would hate to have a situation where a
provider who was paid on a global payment demand a greater-than-10 percent increase
and would like that to be taken into consideration. He then said he agreed with Patrick
Gilligan’s concerns with regard to implementation.

Senator Moore wanted to clarify his view on how government pays. He said that if
Medicare or Medicaid payments were increased that health care costs would still go up.
Lynn Nicholas replied by saying that as we know payment today, Medicaid does not
cover total costs and that there is a gap between costs and government pay.

Senator Moore said that he could agree with Lynn on cost drivers and that ordering
unnecessary tests adds to costs.

Lynn Nicholas said that she was not referring to drivers, just the costs as they incurred for
whatever reason.

Senator Moore said that the government does not pay full cost in order to increase
efficiency and that just changing the payment may not solve all of the problems because
it does not deal with what price ought to be.

Secretary Gonzalez thanked the Commissioners for the spirited debate and asked for the
vote to take place by a show of hands.

The vote took place with nine Commissioners approving the sixth recommendation and one
opposed. The opposing Commissioner was Lynn Nicholas.

IV. Meeting Summary and Conclusion

The Secretary said that the Commissioners could expect a version of the report, as approved, to
be posted by later that day. He asked that if any Commissioners had technical edits to the report
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that they submit those changes by the end of the day on 11-11-11. He said that the
Commissioners would have a chance to review the meeting minutes and once finalized, a
complete report would be posted, inclusive of the minutes.

Secretary Gonzalez specifically thanked former Acting Commissioner Seena Carrington,
Commissioner Aron Boros and his staff, including Steve McCabe and Michael Greiner. He also
thanked consultants Michael Bailit and Megan Burns. Finally, he thanked his colleague Candace
Reddy for all of her work and support.
* Lynn Nicholas made a reciprocal statement and noted that the Commission was well run,
transparent and the process used was fair. She thanked the co-chairs on behalf of all of
the Commissioners.

Secretary Gonzalez adjourned the meeting at 11:50
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PURCHASING

TO: Members of the Special Commission on Provider Price Reform
FROM: Michael Bailit

DATE: July 13, 2011

RE: Stakeholder Input to the Commission

Introduction

In my role as consultant to the Special Commission on Provider Price Reform, I spoke with several
stakeholder groups during the weeks preceding the Commission’s July 13 meeting. The purposes of
these meetings were to:

e educate the stakeholders about the Special Commission on Provider Price Reform,
including its statutory basis, purpose, scope and timeline;

e describe the process by which the Special Commission seeks to engage stakeholders, and
solicit their input at key junctures in the Special Commission’s work;

e solicit perspectives on provider price variation in Massachusetts; and

e invite suggestions regarding potential provider price reform principles and strategies.

In the course of this work I met with members of the following stakeholder groups:

e community health centers;
e consumer advocates;

e health plans;

e hospitals; and

e nurse practitioners.

In addition, I am scheduled to meet with a group of physician representatives on July 14 and will be
reaching out to the Massachusetts Municipal Association and to Taft-Hartley plans. Finally, my
efforts to schedule a meeting with private employers through the leading business coalitions have thus
far proved unsuccessful, but I will make additional efforts to consult with those stakeholders.

Each of the stakeholders with whom I met readily engaged in the topic, and in most cases had strong
feelings regarding the topic of price variation. With some exceptions, I asked the stakeholders three
questions:

To what extent is price variation a problem in health care (and why)?

What are the drivers of price variation in health care?

What overarching principles should the Special Commission adopt?

Are there possible solutions or strategies to reduce price variation that the Special
Commission should consider?

e

As is reflected below, the stakeholders possessed some starkly contrasting perspectives. It is important
to note that this summary has not been shared with the identified stakeholder groups(s).

“Dedicated to working with public agencies and private purchasers to expand coverage and improve health care system performance.”
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Community Health Centers

I met with a group of community health center executives convened at my request by the
Massachusetts League of Community Health Centers. The meeting was held prior to the first Special
Commission meeting. I did not ask for suggestions regarding principles for price reform.

1. To what extent is price variation a problem in health care (and why)?

e The community health center executives identified multiple examples of price
variation, including:
0 10% higher prices for hospital-licensed health centers as compared to non-
hospital licensed health centers;
0 Teaching hospital practices being paid both professional and facility fees;
0 Larger providers with better contracts than the health centers; and
0 Specialists receiving prices dramatically better than primary care
physicians.
o The participants felt that this variation was problematic for the following reasons:
0 Health centers are losing physicians to providers who can pay the
physicians better. For example, one health center reported losing a
physician to a Boston teaching hospital-owned practice because the
hospital could pay the physician 30% more than could the health center
due to the higher prices it receives.
0 Health centers cannot hire enough primary care physicians, and
increasingly, cannot hire any specialists at all, needing to refer patients in
need of specialty care to teaching hospitals.

2. What are the drivers of price variation in health care?

e The community health center executives quickly identified market power and
brand recognition (“the perception of quality”) as the primary factors driving price
variation across providers. They noted that current provider consolidation
activity is making the problem worse.

3. Are there possible solutions or strategies to reduce price variation that the Special
Commission should consider?

o The meeting participants were not of one mind, and offered the following
recommendations:

0 Prices should be consistent with a “same work, same pay” principle, with
price variation only for quality, case mix, and socio-economic patient
population status.

0 Highest paid providers should be capped or their rates of increase lowered
in a regulatory fashion.

0 Regulate the extent to which insurers can vary their rates by provider.

Consumer Advocates
I met with a group of consumer advocates convened at my request by Health Care for All, consisting
primarily of organization staff. The group did not have much perspective to offer on price variation,
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its causes and the extent to which it is problematic. The consumer advocates did offer a number of
suggestions for price reform principles, however.

1. What overarching principles should the Special Commission adopt?

e Make price information transparent, readily accessible online and otherwise. The
advocates emphasized that the information should be for consumers and not for “wonks”
and that a website was not enough.

e Address disparities in payment across service type and specialty for mental health and
substance abuse service relative to other services.

e Address the supply mix in medical education by creating prices that encourage more
primary care and less specialty care.

e Lower overall system cost.

e Improve access and outcomes.

e Adjust prices for quality outcomes.

e Consider patient impact when designing and implementing strategies related to price.

Health Plans

I spoke via telephone with representatives of some member plans of the Massachusetts
Association of Health Plans in separate interviews. I did not ask for suggestions regarding
principles for price reform.

1. To what extent is price variation a problem in health care (and why)?

o The health plan executives agreed that price variation is a problem. They reported
that large and geographically dominant hospitals are paid more than other
hospitals, creating differentials that don’t make any sense from the plan
perspective. This phenomenon is also found in the physician market and is worse
than hospital price variation as large systems have focused on increasing physician
compensation differentials.

o The health plan executives felt that the identified price variation is problematic for
two specific reasons.

0 Large systems with high prices “poach” physicians from other hospitals
and physician groups. This practice destabilizes community hospitals.

0 DPrice variation has contributed to cost inflation. Providers with high
prices have not been penalized for their high prices as would normally
occur in a competitive market. Rather, they have been able to invest the
added revenues and recruit physicians and other professionals with higher
compensation thereby increasing patient volume. Conversely, low price
providers have not been rewarded with increased market share.

2. What are the drivers of price variation in health care?
o Market leverage was described as the primary driver of variation, with teaching status and
provider payer mix minor considerations.

e One health plan noted that most employee health benefit plans don’t allow members to
take advantage of differences in price as they can do in other markets. In health care the
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member is largely shielded from realizing the economic consequences of his or her
provider choice decision.

3. Are there possible solutions or strategies to reduce price variation that the Special
Commission should consider?

The following ideas came from different payers and do not represent a consensus
among the interviewed health plans.

e Prohibit physicians who don’t practice on a hospital campus from billing under a
hospital’s tax identification number at the hospital’s rates.

o Specify that global payment rates be based on payer network averages rather than
a hospital or medical group’s own current reimbursement levels.

o Support the Attorney General’s “reset” proposal and address high price outliers.
This would provide immediate premium relief, since premiums have grown in
recent years primarily based on rate growth. This would also limit the efforts of
systems to “poach” physicians from their competitors.

¢ Limit how much hospitals can charge for outpatient services and physician
services.

e Prohibit physicians working in hospitals (e.g., anesthesia and radiology) and
ambulances from refusing to contract with the health plan (and therefore
demanding payment based on charges).

e Modify statute and regulations issued by the Division of Insurance as a result of
Chapter 288 which currently allow providers to opt out of new tiered network
products.

Hospitals
I met with a group of hospital executives convened at my request by the Massachusetts Hospital

Association. The hospitals included community and teaching hospitals from central and eastern
Massachusetts and one major safety net hospital.

1. To what extent is price variation a problem in health care (and why)?

e The overwhelming sentiment of these hospitals was that price variation is not a
problem, and that the state’s focus on price is misguided. One hospital
representative noted that price variation exists in other markets and there was no
reason it should not be present in health care.

e Hospitals argued that “the only issue was the government paying its bills.” One
executive stated “we’re underpaid for our base business - this is the issue - not
commercial rates.”

e The hospitals felt they should be evaluated based on the total medical expense
generated by their patient care, with appropriate adjustment for multiple factors,
rather than on their prices.

¢ One participant noted that it was faulty for the state to look at inpatient and
outpatient prices separately, since hospitals strategically decide to price one higher
relative to the other.

¢ Only one hospital described price variation as an issue, but only as it pertained to
physician rates and it causing Boston hospital-affiliated community physicians to
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refer patients to Boston rather than to a geographically more proximate
community hospital.

2. What are the drivers of price variation in health care?

o The hospital representatives identified public payer underpayment, internal cross-
subsidization, strategic positioning, and hospital costs as driving price variation.

3. What overarching principles should the Special Commission adopt?

The participating hospitals recommended a number of principles for the Special
Commission’s consideration, including the following:

e View the commercial market in the context of the broader market, i.e. recognize
that pricing and hospital finances are influenced by the combined effect of private
payer and public payer prices.

e Align any recommendations with the requirements, policies and strategies of the
PPACA, Group Insurance Commission, MassHealth, Connector Authority, and
the Division of Insurance.

o Engage consumers in effecting market-driven change, including through increased
transparency.

e Be sensitive to potential adverse consequences - “first do no harm.”

4. Are there possible solutions or strategies to reduce price variation that the Special
Commission should consider?

o The hospitals urged the Special Commission to not focus on commercial prices,
specifically recommending against rate caps.

o The hospitals instead advocated for market-based efforts, including global
payments with transparency of price, quality and consumer restrictions and tiered
networks. They also restated their call for government paying its “fair share.”

o Finally, the hospital representatives emphasized that reductions in prices will mean
reductions in costs, and for hospitals that will require reducing their employee
count of personnel who will have difficulty finding equivalent jobs.

Nurse Practitioners
I spoke via telephone with representatives of the Massachusetts Coalition of Nurse
Practitioners (MCNPs).

1. To what extent is price variation a problem in health care (and why)?

e Nurse practitioners view their smaller market power as reducing the prices that
they receive from insurers.

e Nurse practitioners believe that their prices are not reflective of the quality or
complexity of the services that they provide.
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2. What are the drivers of price variation in health care?
The MCNP representatives identified the following drivers of price variation:

e The traditional practice of insurers and Medicare is to generally reimburse nurse
practitioners at 85 cents on the dollar compared to physicians. The MCNP
reported this practice to be in contrast to Medicaid practice where a federal rule for
Medicaid managed care contracting specifies that there must be equal pay for equal
services.

e Physicians can bill as having performed a service that they did not perform,
thereby getting a higher payment rate for nurse practitioner services than the nurse
practitioner can earn.

e Nurse practitioners are being tiered in insurer tiered network products for the
GIC as specialists rather than as primary care providers because carriers lack
enough nurse practitioner data to tier based on performance.

3. What overarching principles should the Special Commission adopt?
The MCNP recommended the following principles for provider price reform:

o Equal pay for equal services;

e Nurse practitioner scope of practice to the extent permitted by state law; and

e Prices should vary based on clinical quality outcomes data and multi-disciplinary
team coordination indicators, and not on productivity benchmarks.

4. Are there possible solutions or strategies to reduce price variation that the Special
Commission should consider?

e Require by regulation that prices be negotiated based on clinical quality outcomes,
and not based on consideration of quality process performance or productivity.

e Prohibit insurer tiering of nurse practitioners as specialists.

e Require carriers to report to the All-Payer Claims Database (administered by
DHCEFP) who provided services, rather than not just who billed for the care.

e Prohibit hospital and physician group practice employers from limiting nurse
practitioner scope of practice to something less than permitted by state law.

I will be holding a second round of conversations with each of the same groups following the Special
Commission’s third meeting to solicit reactions to the strategy options. I will then report back with

stakeholder input at the Special Commission’s fifth meeting.

Please feel free to contact me with any questions or suggestions, or if you should wish to attend any of
the future stakeholder meetings.
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e Some physicians felt that the strategies would not work, with a couple noting
that they might hurt ACO formation.

3. Consumer Incentives

e The physicians had mixed perspectives regarding creating consumer
incentives for provider choice through tiered and select networks. Some
physicians felt that it was important to engage consumers. One physician
recommended that tiering be done at the network (ACO) level rather than at
the individual physician or practice site level.

e Those physicians who expressed concern regarding the strategy cited the
following worries:

0 harmful financial effects on sick patients who must use the most
expensive providers;

0 administrative complexities for providers of delivering care to
patients enrolled in limited (select) networks;

0 how this strategy can work in the face of growing provider
consolidation;

0 disadvantaging academic medical centers and thereby
compromising their economic, quality and teaching benefits;

0 adverse impact on small physician practices, and

0 the need for physician-driven quality measures to inform
network design.

4. Benchmarks for Variation

e A majority of the physician participants spoke favorably regarding this
strategy. While noting that great care would need to be taken when
developing the methodology, including consideration of special services and
geographic differences in labor costs, they felt that this strategy would help
Massachusetts take a big step towards increased fairness.

e The physicians noted that questions regarding who would set the range, how
it would be set, and what would be the midpoint would all be crucial design
considerations.

5. Acceptable Factors for Variation

e A majority of physician respondents also found this option attractive. They worried
a little about implementation and possible unintended consequences, but felt that if
there was a consensus set of factors that included quality, language and psycho-
social patient characteristics (among other factors), it would work quite well.

¢ One physician advocated for setting a range for each acceptable factor.

6. Price or Price Growth Thresholds

e Most physicians did not like this strategy, although their reasons varied.
e (Cited concerns included:
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0 the strategy felt like a step towards rate setting;

0 perceived administrative difficulty to implement and then track and
refine the strategy;

0 the time it would take for the strategy to have a meaningful impact, and

0 the viability of implementing the strategy with fee-for-service payment
at a time of transition in payment models from fee-for-service to global
payment.

7. Reference Pricing

e Opverall the physician respondents were lukewarm on this strategy.

e A couple of physicians liked implementation of this concept for selected clinically
equivalent services.

¢ Two physicians made the point during this discussion that the biggest variation
issue for physicians was not rate variation across payers, but rather the variation
across physician specialties.

8. Rate Setting

e While several physicians had voiced support for this strategy during my first
meeting with the group one month earlier, seeing it as a way to achieve fairness, a
change in perspective appeared to have occurred since that time. It appeared that in
the context of the other potential strategy options that were introduced to them
during this meeting, including “benchmarks for variation” and “acceptable factors
for variation”, rate setting was viewed in a less attractive light.

e Members of the group did voice some continued support for rate setting as it might
apply to global payments.

Finally, there were two messages that were not specific to any one strategy that were voiced by
the physicians on multiple occasions. First, there was concern about the impact of efforts to
reduce price variation on academic medicine. Specifically, there was concern that lowered
prices for academic physicians would harm training programs, harm patient safety, and make
physician recruitment and retention in academic settings more difficult. Second, it was noted
on multiple occasions that the strategies could be combined to complement one another.

Consumer Advocates

As with the physicians, I reviewed the eight strategy options being considered by the
Commission with a group of consumer advocates from a few different organizations including
and convened by Health Care for All at my request. I received the following input, primarily
from Health Care for All.

1. Transparency
e The advocates felt that a transparency strategy could only work in

conjunction with a consumer incentive strategy, since consumers would
otherwise have no reason to consider price information when making care-

Recommendations of the Special Commission on Provider Price Reform App. E-9



seeking decisions. They also noted that the fact that insurance covered most
costs made transparency of limited impact.

e The advocates also noted that price transparency needed to be accompanied
by quality transparency.

2. Market Power Intervention

e The advocates liked the regulation of payer-provider contracting element of
this strategy, particularly for its potential short-term impact.

3. Consumer Incentives

e Advocates voiced strong opposition to this option for the following reasons:
0 physicians and not patients drive expensive care;
0 patients with chronic illnesses require care that is more
expensive;
0 the products are confusing to consumers, and
0 the products adversely affect lower income and lower middle
class patients.

Benchmarks for Variation
Acceptable Factors for Variation
Price or Price Growth Thresholds
Reference Pricing

NSO

e The advocates did not speak to each of these options individually, but commented
that they all represented promising ideas.

8. Rate Setting

e Consumer advocates responded to this option stating that there was no denying that
Maryland had succeeded with this strategy, as Massachusetts had once done, and
that close consideration of Maryland’s experience was warranted.

Finally, as an additional option for Commission consideration, it was suggested that the
creation of a state health care capital plan might serve to indirectly reduce price variation.

Purchasers

After extensive efforts to convene a group of large employers, Taft-Hartley trusts and the
Massachusetts Municipal Association, I was successful in gathering two large Massachusetts
employers and a Taft-Hartley trust. They had diverse views.

Of the eight options being considered by the Commission, only Transparency (#1) and
Consumer Incentives (#3) were viewed desirably by all three participants. One purchaser
added that he would like to see health plans distribute price transparency information to
enrollees rather than have the information just available through the state.

Recommendations of the Special Commission on Provider Price Reform App. E-10



Regarding the remaining measures:
2. Market Power Intervention Strategy

e Two purchasers supported this strategy when focused on payer-provider
contracting practices.

4. Benchmarks for Variation
¢ One purchaser supported this strategy and two did not.
5. Acceptable Factors for Variation
e Two purchasers supported this option, and one did not.
6. Price or Price Growth Thresholds
e One purchaser supported this strategy and two did not.
7. Reference Pricing
e One purchaser supported this strategy and two did not.
8. Rate Setting
e None of the purchasers were comfortable with this option.

Finally, one purchaser argued that the Commission should have looked at public payer
price dynamics as well.

I will be holding my second round of conversations with hospital and nurse practitioner
representatives later in the month. I will then report back to the Commission again with input

from these stakeholder groups at the start of the Commission’s next meeting.

Please feel free to contact me with any questions or suggestions, or if you should wish to attend
any of the future stakeholder meetings.
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Appendix F:Votes of the Special Commission on Provider Price
Reform on Wednesday, November 9, 2011

1.

Voted unanimously to accept the report, excluding the recommendations,
which were voted on separately.

Votes on Recommendations

2.

Recommendation 1: Act upon the recommendations of the Special Commission on
the Health Care Payment System to change the way we pay for and deliver health care
services to improve the quality of care and reduce costs.

* Voted unanimously to accept this recommendation

Recommendation 2: Increase transparency related to price variation.
* Voted unanimously to accept this recommendation

Recommendation 3: Ensure competitive market behavior.
* Voted unanimously to accept this recommendation

Recommendation 4: Evaluate the use and effect of products that increase consumer
incentives to make cost-effective health care decisions.

* Voted unanimously to accept this recommendation

Recommendation 5: Research acceptable and unacceptable factors for variation
and then determine how they could be applied to reduce unacceptable variation in
provider prices.

» Voted unanimously to accept this recommendation

Recommendation 6: Establish a short- term process to ensure that higher prices may
closely correlate to quality and thereby reduce costs.

+ Yeas: Secretary Jay Gonzalez, Commisisoner Aron Boros, Dolores Mitchell,
Senator Richard Moore, Representative Steven Walsh, Amitabh Chandra,
Patrick Gilligan, Dr. H. Eugene Lindsey, and Eric Linzer

* Nay: Lynn Nicholas
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